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THE DOMINION ASSOCIATION OF CHARTERED 
ACCOUNTANTS 


ANNUAL MEETING OF 1941 


As announced by President W. G. Rowe in our June 
issue the thirty-ninth annual meeting of The Dominion 
Association of Chartered Accountants will be convened in 
the city of Vancouver. The sessions of this meeting and 
of the various committees will be held according to the 
following schedule: 


August 11th, Morning —Meeting of Committee on Education 
and Examinations 
August 11th, Afternoon—Meeting of Executive Committee 
August 11th, Evening —Reception 
August 12th, All day —Meeting of Council 
August 13th, Morning —Meeting of Council, continued 
Afternoon—Golf tournament and other recreation 
August 14th, Morning —Annual meeting of members; re- 
ports of committees, etc. 
Afternoon —Roundtable discussion 
Evening —Dinner and informal dance. 


AUSTIN H. CARR, 
20th June 1941 Secretary-Treasurer. 
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Editorial Comment 
(Contributed) 


There was a time when the only people who 
National ever spoke or thought of national income were 
Income statisticians and economists. In recent years 

some progress has been made in the technique 
of measuring national income and very considerable prog- 
ress in the application of the concept to problems of state. 
The term “national income” remains a technical one bor- 
rowed from the vocabulary of the economist and has shared 
the same fate as other such borrowings, in that statisti- 
cians and public men have not been as precise in their usage 
as they should have been and it is possible to distinguish a 
variety of senses in which the term is employed by them. 
Perhaps the commonest usage and the one of widest utility is 
in reference to the aggregate output, priced at cost, of goods 
and services over and above those required to maintain 
the existing capital assets. (Cost for this purpose is 
market price less indirect taxes such as income tax and 
excess profits tax.) In times such as the present a figure of 
gross national income, which is the aggregate output of 
goods and services before charging depreciation, is useful 
for some purposes because the goods and services that 
would normally be used in maintaining capital are produced 
currently and can, in an emergency, be used to meet current 
consumption requirements. Neither of these two measures 
should involve any double counting since “transfer incomes,” 
i.e. incomes such as interest on non-productive government 
debt, old age pensions, and soldiers’ pay, are excluded from 
both. But these transfer incomes are available for taxation 
as much as any others and therefore if a figure of national 
income is required which will represent the aggregate of 
private incomes on which government can levy, then they 
must be included. 

Most contemporary estimates of national income include 
the value of all war production in the form of shells, tanks, 
aeroplanes, etc. The inclusion of these items is quite legi- 
timate for some purposes but not all. It is, for example, 
definitely not permissible when making a comparison of this 
year’s with some pre-war year’s national income with a view 
to determining relative standards of living over the two per- 
iods. On the other hand it is permissible when comparing 
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productive effort of one year with another or when estim- 
ating the total of incomes upon which taxes can be levied 
or from which borrowing can be secured. 

It is obviously the duty of any public man who seeks 
to justify a stated policy by reference to figures of national 
income to make quite clear to his constituents the precise 
sense in which he is using that term. 


A rose by any other name may smell as 

Compulsory sweet but apparently compulsory saving is 
Saving regarded by the British Chancellor of the 
Exchequer as a less bitter draught if dis- 
guised as a tax. The recent budget introduced compulsory 
saving for both industry and the private taxpayer by 
amendment of the excess profits tax and income tax laws 
respectively. The rate of excess profits tax is continued 
at 100 per cent but it is now provided (as a concession to 
those who had contended that EPT, by exhausting the liquid 
resources of industry, would leave it in a weak condition 
to re-adjust itself to peacetime conditions) that 20 per cent 
of all sums paid in excess profits tax will be returnable to 
the payers after the war, subject to conditions designed 
to ensure that this money is, in fact, spent in reconstruc- 
tion. In the income tax field the personal exemption and 
earned income allowance were reduced (bringing another 
two million persons within the scope of the tax) but at the 
same time it was provided that any sums paid as a result 
of these reductions should be returned to the payers after 
the war by means of a credit in the Post Office Savings 
Bank. “The sums involved will be large,” says The Econ- 
omist—perhaps £35 millions for EPT and £125 millions for 
income tax for every full year that the war lasts—and care 
will obviously have to be taken about the time at which 
such an accumulation of purchasing power will be set free. 
But this is no detraction from the excellence of an innova- 
tion which will be generally accepted in 1941 as an incident 
of tax collection, although it was rejected in 1940 when 
described either as compulsory saving or as deferred pay. 
Canada is perhaps not yet ready for compulsory saving 

in any guise no matter how desirable it may be as an in- 
strument of the expressed financial policy of the govern- 
ment. However, unless the government is successful in 
resisting inflationary tendencies an increasingly large part 
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of the working capital in some industries will be employed 
in carrying inventories at rising prices and the post-war 
prospects of companies in these industries will be frankly 
bad. It is to be hoped therefore that if and when this sort 
of situation develops the government will be alive to the 
necessity of some such adjustment as has been made by 
the British exchequer—for the refund on conclusion of 
the war of part of the taxes paid during the war. 


The publishers of The Accountant (England) 
The Student are also the publishers of a monthly journal 
on Active The Student whose specific war aim is to help 
Service articled clerks on active service to keep in 

touch with the principles they were studying 
in their offices in pursuit of a career. Such a magazine 
should do much to preserve whatever professional knowl- 
edge was acquired before the break came and to facilitate 
the resumption of studies in that happier day when the 
break is mended. We can well recall from our own exper- 
ience of studies interrupted by the war of 1914 how easily 
the results of those studies were lost and how foreign a 
world it was to which we later returned. 


In this country the number of student-accountants on 
service although relatively large is probably not large en- 
ough, absolutely to justify a special magazine of this kind 
(especially as the official organ of chartered accountancy 
contains a students’ department). But we suggest the 
several provincial Institutes or the firms with which these 
students were registered would be performing a national 
service if they were to ensure that each student throughout 
his period of service received The Canadian Chartered Ac- 
countant. He might not read it from cover to cover, he 
might not read it at all; but the mere fact of its insistent 
arrival month by month would save him from losing all 
touch with the career on which he had embarked and to 
which, Deo volente, he will return. 


The budget proposal of a tax of 10 per cent 
Insurance on premiums paid to a British or foreign 
Jurisdiction insurance company which has not secured a 
license from the Dominion Department of 
Insurance seems likely to revive the constitutional battle 
which has waged with varying intensity since Confedera- 
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tion. The Minister of Finance has promised to refer this 
measure to the Supreme Court for an opinion. Time and 
again legislation of the Dominion Parliament in the in- 
surance field has been declared ultra vires. The validity 
of the latest comprehensive attempt at control made in 
1932 and based evidently on the Dominion’s power over 
bankruptcy and insolvency has not yet been challenged in 
the courts but uncertainty as to the Dominion’s legislative 
power persists. 


The Royal Commission on Dominion-Provincial Relations 
deplored the existing situation as one which involved dupli- 
cation and possible inefficiency of administration and made 
clear-cut recommendations for its correction. The Commis- 
sion thought that the Provincial legislatures should have 
exclusive jurisdiction in all respects over insurance com- 
panies incorporated and operating solely within the province 
of incorporation, to prescribe the statutory conditions of 
insurance contracts, and to license insurance agents, brokers 
and adjusters. This would leave the Dominion with the 
exclusive jurisdiction in licensing all companies doing busi- 
ness in more than one province and in prescribing the an- 
nual returns, conducting financial inspections, etc., of such 
companies. “The division of jurisdiction should be expressed 
with the greatest possible definiteness and clarity since 
vagueness in definition of powers would prevent attempts 
by both the Dominion and the provinces to extend juris- 
diction to ancillary matters, and would thus tend to con- 
tinue the long series of constitutional battles over insurance 
jurisdiction which should be brought to an end.”* 


This controversy like many other minor constitutional 
issues would seem to be one which could readily be settled 
to the satisfaction and profit of the parties concerned if 
only the interests of these parties could be disentangled 
from the mutual jealousies and rivalries of the conflicting 
jurisdictions. Such a conclusion is admittedly platitudinous 
in the light of the fate of the recent conference called to 
discuss the recommendations of the Sirios Commission. 





*Report of the Royal Commission on Dominion-Provincial Relations, 
Book II, page 62. 
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The Congress of the United States re- 
Investment cently enacted a bill to regulate the activities 
Companies and accounting publicity of investment com- 

panies and so to remedy the weaknesses 
which were disclosed by the Securities and Exchange Com- 
mission’s study of this type of enterprise. The legislators 
have painted with a broad brush a background of principles 
leaving the Commission to fill in the detail by administrative 
rulings conforming with the general principles. 

The activities and accounting practices of investment 
companies in this country are not subject to any effective 
regulation in spite of a general recognition of the desirabil- 
ity of some degree of control, but certain of the larger 
companies have in the past of their own volition prepared 
and presented their accounts substantially in accordance 
with the recommendations of the Listing Committee of the 
New York Stock Exchange. These recommendations, 
though stopping far short of the control to be exercised 
under the new Act, did undoubtedly represent a great ad- 
vance on what might be described as the average practice 
in the pre-control era. 

It is probably true that adequate and equitable control 
of the great variety of investment companies which exist 
cannot be secured by act of parliament prescribing detailed 
rules of universal application, but only by a competent ad- 
ministrative body possessing the necessary technical know]l- 
edge and empowered to make rulings in accordance with 
general principles enunciated by parliament. Canada has 
no institution corresponding to the Securities and Exchange 
Commission of the United States and is not likely to have 
one in the near future. It would seem however that mean- 
while some measure of broad regulation might quite well 
be introduced even if it did not constitute the perfect con- 
trol that might be envisaged by some. 


PRINCIPLES OF STANDARD COSTS 


PRINCIPLES OF STANDARD COSTS* 


By D. R. Patton, Chartered Accountant, 
Montreal 


ior ene cost system is that type of cost accounting 
system used where predetermined standards are com- 
piled and subsequently compared with actual costs, and the 
differences or variances used to measure and control the 
efficiency of the manufacturing operations. 

The standard cost system is designed to determine (a) 
standard costs, (b) actual costs, (c) variances of actual 
from standard costs, and (d) analysis of and responsibility 
for those variances. 

The cost variances provide a measurement of the oper- 
ating efficiency of the plant, furnishing the management 
with information and enabling them to examine cost dif- 
ferences as they arise and providing important aid in the 
control of the costs of production and in the determination 
of business policies for the coming periods. 

Standard cost accounting concerns all operations of the 
plant, from the making of the initial purchase to the final 
analysis of the operating profit. 

Comparison with Other Forms of Cost Accounting—The 
peculiar difference and advantage of standard cost account- 
ing arise from its introduction of constants on the basis of 
which to compare actual accomplishment. Not only are 
actual costs determined, but through the use of constants 
and the analysis of variances, valuable information of ef- 
ficiency or inefficiency in production is disclosed. 

Constants or standards are also used in estimating cost 
systems but in that case the estimated costs are not based 
upon scientific analysis but are rather opitiions as to what 
the production costs will be, and any differences are taken 
to indicate an inaccuracy in the estimate used. 

Standard cost accounting assumes that the standards 
are correct, that actual performance that meets the stand- 
ard is satisfactory, and that only exceptions from the 
standards require attention. 

Advantages of a Standard Cost System—The principal 





*A recent address by the President for 1940-41 of The Canadian 
Society of Cost Accountants and Industrial Engineers. 
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advantages resulting from the use of standard cost account- 
ing are: 

(a) The costs are determined before production takes 
place rather than after such production has been completed. 
The historical aspect of the cost figures becomes of rela- 
tively less importance. 

(b) The comparison with standards and the analyses 
of cost variances are of great assistance in disclosing ef- 
ficient or inefficient operation. Attention is focussed on 
the “exception.” 

(c) Price and production policies may be formulated 
in advance. 

(d) Standards provide incentives to workmen and su- 
pervisors. 

(e) Standards reduce the details which are necessary 
in calculating costs and usually result in a saving in the 
“cost of cost accountancy.” 

Application of Standard Cost Accounting — Standard 
costs are applicable not only where standard products are 
manufactured but also in the production of special types 
of merchandise. They may be used to advantage either 
with process or job cost methods but must be carefully 
planned to fulfil the requirements of each particular case. 

Information Demanded from a Standard Cost System— 
The standard cost system is called upon to supply: 

(a) Standard costs, scientifically determined by ele- 
ments of cost, which may be sub-divided by departments 
or operations or products, and which can be used for de- 
termination of selling prices and for making comparisons 
with actual costs. 

(b) Actual costs, determined as production advances, 
in the same detail as the standards. 

(c) Variances of the actual costs from the prede- 
termined standards. 

(d) Analysis of the variances, the causes and responsi- 
bility for them, and the measurement which they give of 
the efficiency of the manufacturing, administrative, and 
selling divisions of the business. 

Definition of Standard Cost — The standard cost of a 
product is that sum which is obtained by pricing a manu- 
facturing specification of the product at predetermined 
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basic rates for the materials, direct labour, and manufac- 
turing expense entering into its manufacture. 

Conceptions of the Term “Standard”—There are two 
conceptions of the meaning of the term “standard” as ap- 
plied to the standard cost system, namely, current, repre- 
senting the ideal or par of performance; or basic, repre- 
senting a rule or measure of accomplishment only. 

(a) Current—In the first case standards are set up to 
represent the ideal of accomplishment; they must be 
changed from time to time to conform to the changes in 
material prices, in labour rates, and in manufacturing ex- 
pense. The “ideal” standard is made up of the required 
proportions of materials, labour, and manufacturing ex- 
pense for each product priced at the expected market prices 
for materials and labour and at current expense levels for 
factory burden. The result represents the ideal as to quan- 
tity, quality and expected cost, and to continue to have it 
so it must be changed to meet manufacturing conditions as 
they occur. The use as a measure of performance is also 
involved. 

When “current” costs are used, inventories of work-in- 
process and finished goods may be carried on the books 
at standard cost, and the differences between the actual 
costs and the current standards diverted directly to variance 
accounts. 

Under this plan continual revision of the standards is 
of prime importance and is one of its serious disadvantages. 
It occasionally happens that the appeal of the “current” 
standard plan results in its adoption but the practical dif- 
ficulties in the necessity of keeping the standards abreast 
of the various changes in material prices, labour rates, etc. 
result in a condition where such standards do not strictly 
reflect expected cost levels. 

(b) Basic—In the second case standards are set up as 
a convenient means of establishing relative values, of de- 
termining variations from expectations and the trend of 
such expectations. These standards need not be changed 
in conformity with current market changes but only when 
formulae or manufacturing processes are altered. They 
are set up to represent the ideal combinations of quantities 
and qualities, but are priced at unchanging basic costs. As 
the costs of the required quantities are set up at fixed levels, 


9 











THE CANADIAN CHARTERED ACCOUNTANT 


in course of time these levels will not reflect current market 
conditions and instead of making a direct comparison be- 
tween actual and standard costs, the results under this 
plan are read as comparisons of the extent and direction 
of changes in the actual costs in successive periods from 
standards set up at the same constant cost level. 

The standards are used as a basis and not as a “real” 
cost, inventories of work-in-process and finished goods are 
usually carried at actual costs. The corresponding stand- 
ards may be carried beside them in parallel columns. 

Double computations are necessary to determine the 
amount of the variations due to production inefficiencies. 


Example—As an example of these two methods of fix- 
ing standards, suppose that in 1940 standard costs were 
fixed for a certain material at the prevailing price of 100. 
At the beginning of 1942 the price of that material stands 
at 120. Under the current standards plan the material 
cost would be changed to the 1942 level but under the 
basic plan it would not be so changed. Therefore, in the 
case of a lot of material purchased in 1942 at a cost of 
125, under the “current” standard the material cost would 
show a variance of 5 or a cost ratio of 104-1/6 while under 
the “basic” standard it would show a variance of 25 or a 
cost ratio of 125. 

The trend of changes is available under the second 
method as the same basis is used from year to year, but 
the cost ratio does not directly reflect operating efficiency. 

Compilation of a Standard Cost—The success of a stand- 
ard cost system depends very largely on the care and ac- 
curacy with which the standards are established. They 
must be reasonable and attainable but must reflect produc- 
tion under highly efficient conditions. They must take into 
consideration market levels and tendencies, purchasing 
power, labour conditions, mechanical equipment and pro- 
duction possibilities. A careful survey of the entire busi- 
ness and of outside influences should be made and any 
changes which such a survey suggests and which will affect 
costs must be considered. 

(a) Materials—The setting of a standard material cost 
per unit involves the preparation of a complete list of the 
material used and a computation of the standard quantity 
multiplied by the standard price of each item. 
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Quantity standards are based upon engineering speci- 
fications, and test runs are made after the quantity to be 
used has been determined. Due allowance should be made 
for necessary wastage or spoilage but not for controllable 
loss. 

Price standards must take into consideration the present 
prices of the various grades, the effect of quantity buying, 
and the probable market tendencies for the budget period. 

(b) Labour—Standard labour costs per unit of product 
are based upon the standard time for each operation multi- 
plied by the standard rate to be paid. 

The operations required, the sequence of operations, and 
the machines or equipment used in each operation should 
be considered with a view to the effect of eliminations, 
additions or changes upon the cost. 

Decision as to the standard operations required on each 
part is followed by determination of the standard time re- 
quired for each operation. Time standards are set after 
making time and motion studies of each operation. The 
standard time set should include any necessary waste mo- 
tion and idle time but should not include any form of 
inefficiency. 

Standard wage rates must adhere closely to the actual 
labour rates which will be in existence during the coming 
period and a careful survey of the district labour markets 
should be made. When piece-rates are paid the labour cost 
per piece or operation is a uniform amount, but where la- 
bour is paid on a time basis or where premium wage plans 
are in force, average rates must be determined based upon 
a fair rate of attainment for an efficient average worker. 

“Set-up” labour, i.e., the preparatory adjustment of 
machines and equipment in readiness for operation, may be 
important enough to be treated as a distinct operation. 
Hence, the number of units manufactured on a production 
order has a direct bearing on the cost which should be 
considered in establishing standards. Computations of 
costs will usually disclose the quantities which can be pro- 
duced most economically and if these quantities do not 
result in over-stocking they may be adopted as the normal 
quantities to be used in issuing production orders. 


Manufacturing Expense—Two problems are involved in 
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the setting of standard rates for the allocation of manufac- 
turing expense—(a) the estimate of the expense to be in- 
curred, and (b) the estimate of the quantity of production 
to be turned out in the coming period. Both estimates are 
more readily determined through an adequate system of 
budgetary control. The use of budgets, particularly vari- 
able budgets, is of greater importance in the preparation 
of overhead standards than those for either material or 
labour. 

Manufacturing expense rates are established to absorb 
the estimated burden expenditure over the operations of 
the period at “normal capacity.” 

Budgets, which are the logical accompaniment of stand- 
ard costs, should be prepared for the coming period—a year, 
if possible, divided into monthly periods for (a) sales, (b) 
quantity of production, (c) factory burden, (d) overhead 
expense (warehousing, shipping, selling and administra- 
tive), and (e) profits. 

Budgets of sales and production should be by product 
classes, on the basis of standard costs and with the normal 
profit margins. Budgets of factory burden and overhead 
expenses should be prepared on the variable principle. 

Revision of Standards—Provision must be made to re- 
vise the standards after they have been set up in accord- 
ance with the plan adopted. “Basic” standards will require 
adjustment only in the case of (a) the use of different 
materials, (b) a change in the material quantity or quality, 
(c) a change in the method of production, etc. “Current” 
standards will be adjusted not only in the above instance 
but also periodically to take into account changes in the 
material prices or wage rates, volume of production, etc. 

Accounting for Standard Costs—It may be considered 
sufficient to maintain statistical records of standard costs 
which are not incorporated as an essential part of the 
company’s accounts. On the other hand, it may be con- 
sidered advisable to incorporate standard costs in the books 
of account, and to base the financial statements on the 
standard costs, particularly when these represent current 
anticipated accomplishment. In either case, information 
must be obtained of (a) actual costs, (b) standard costs, 
(c) variances from standard, and (d) causes of and respon- 
sibility for the variances. 
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Schedules of comparison between actual and standard 
costs should be carefully analyzed, ratios prepared, and 
responsibility placed in anticipation of necessary corrective 
action. 

Whether standard costs are incorporated in the general 
books or whether they are confined to statistical records, 
several different methods of procedure may be adopted. The 
most important of these are: 

(A) Charging work-in-process accounts at actual costs 
and crediting them at standard costs, variances being de- 
termined at the end of each accounting period. 

(B) Charging and crediting work-in-process accounts 
at standard costs, variances being determined as transac- 
tions occur, 

(C) Incorporating standard costs in subsidiary records 
only or as memorandum information on the general ledger 
accounts. 

Method A—Summary of Procedure—(a) Charges at actual 
costs are made to the work-in-process accounts for direct 
materials from the material stores account, for direct labour 
from the payroll account, and for manufacturing expense 
from the expense control accounts. (b) Credits at standard 
costs are made to the work-in-process accounts for all work 
completed during the period and transferred to finished 
goods. (c) Inventories of work-in-process are calculated 
at the end of the accounting period and priced at standard 
costs. (d) The balance in the work-in-process accounts 
should correspond to the closing work-in-process inventor- 
ies at standard cost: differences are carried as variances 
of material, labour, and overhead to the separate variance 
accounts, for later analysis and investigation. 

Method B—This method requires more day-by-day ac- 
counting than does method A but the management is given 
constant control over operations. There are two methods 
of accounting for materials under this plan, and a brief 
summary is given. (a) Materials purchased are charged 
to stores as received at actual cost. At the time of issue, 
the material-in-process accounts are charged at standard 
cost and variance accounts are set up for variations from 
standard in the price and the quantity of materials used. 
(b) Materials purchased are charged to stores as received 
at standard price and variance accounts collect the differ- 
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ences in price at once. At the time of issue work-in-process 
account is charged at standard cost and any difference 
in quantity from standard is charged to a material quantity 
variance account. 

Labour is charged to work-in-process at standard, and 
variances in time used and in wage rates, as disclosed by 
the time cards and the payrolls, are diverted to proper 
variance accounts. 

Due to the nature of the manufacturing expense charges 
difficulty is encountered if an attempt is made to divert 
manufacturing expense variances before the end of the 
monthly accounting period. The usual plan is to apply manu- 
facturing expense to production as in a general cost system 
on the basis of man hours, machine hours, or direct labour 
cost, debiting manufacturing expense-in-process and cred- 
iting applied manufacturing expense. Actual expense is 
charged as incurred, in total, to manufacturing expense 
control account, and in detail to manufacturing expense 
standing orders. 

At the end of the period the difference between the 
debit in the manufacturing expense control account and the 
credit in the applied manufacturing expense account repre- 
sents the amount of the overhead variances which may 
be separated into (a) expense variance, (b) idle capacity 
variance, and (c) production efficiency variance. 


Work-in-Process Accounts — Standard cost accounting, 
when incorporated as a part of the general accounting sys- 
tem, does not attempt to show details of job or order 
costs. The main object is to ascertain effectiveness in per- 
formance, by processes, separately for the two functions 
of spending and producing. Multiplication of work-in-pro- 
cess accounts will give analysis of such performance (a) 
by elements of cost, (b) by product classes, (c) by depart- 
ments, or (d) by any combinations of the above divisions, 
and the division of work-in-process accounts to be used 
should be carefully considered. 


Method C—Much standard cost accounting is done by 
the incorporation of standard costs as additional informa- 
tion in the subsidiary records or in the general ledger ac- 
counts. The effective entries in the general ledger will 
record actual costs only and inventories of stores, work- 
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in-process and finished goods will be determined on the 
actual cost basis. 

This method of employing standard costs is extensively 
used, particularly in job cost accounting, and while stand- 
ards may not be a part of the regular accounts nor in- 
cluded in the financial statements, the comparison between 
actual and standard costs may be made and the variances 
readily set up. Variances will not require any entry, in 
this case, on the books of account. 

Standards may represent either “Current” or “Basic” 
costs. 

Two plans may be used in recording standards as statis- 
tical information, as follows: (a) Including standard costs 
on production orders only. After standard costs have been 
determined, they may be inserted in columns provided on 
the production orders. As production advances actual costs 
are recorded and on completion variances may be extended. 
(b) Including standard costs in journals and ledger ac- 
counts. Journals are arranged with two sets of debit and 
credit columns—“actual” and “standard”—and the neces- 
sary ledger accounts with three sets of debit and credit 
columns—“actual,” “standard,” “variance.” 

This method involves a large amount of detailed ac- 
counting and requires inclusion of standard and actual cost 
figures on all original records such as material requisitions, 
labour reports, production orders, etc. 


Cost Ratios—The relationship between actual perform- 
ance and cost standards may be shown in the form of per- 
centages of “cost ratios.” Where “current” standards are 
used cost ratios will express operating efficiencies directly. 
Where “basic” standards are used they represent units of 
measurement only and it must be borne in mind that the 
differences between actual and standard costs are not to be 
regarded as measures of effectiveness but include the effects 
of normal cost changes which have not been applied to the 
standards. 

It is easier for the average man to understand state- 
ments wherein the standards, with which actual results 
are to be compared, represent expected results. Therefore, 
it is always advisable to be careful when presenting figures 
to bring out clearly the level of expected performance. 
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The two factors may be segregated by the introduction 
of an intermediate step which will show the ratio of the 
present expected cost to the basic standard. The percen- 
tage resulting, applied to the cost ratios as originally cal- 
culated, will convert them into ratios reflecting current 
production efficiencies. 

The periodic cost trend which is disclosed with the use 
of basic standards is valuable and may be advantageously 
studied and analyzed. 

EXAMPLE—Let us presume that in the following ex- 
ample standard costs are “current” and reflect expected 
performance. We have the following information: 


Materials 


(a) Actual cost of material consumed ......... $15,680 
(b) Standard cost of materials specified for that 
EE 5 WEEE KKOSs Vea Made ba vee 14,000 
(c) Standard cost of materials consumed ...... 16,000 
Labour 
(a) Actual direct labour cost 
Se ED PD kw dwe dada daeseews 21,168 
(b) Standard cost of labour budgeted for that 
production 
Fk err er rer Ter Teer 15,120 


Manufacturing Expense 
(a) Actual manufacturing expense incurred 
EE Sa KK S ewe bade se ee eee ee 23,840 
(b) Standard manufacturing expense on budget- 
ed production for that period 
33,000 direct labour hours at 85c.. .... 27,200 
Manufacturing expense is applied to production on the basis 
of direct labour hours. 
Material Ratios 
I. Material Cost Ratio 


oe en - Actual cost of materials consumed 


Standard cost of materials specified for 


ratio 
that production 
— $15,680 _ i312 
$14,000 


The actual material cost was therefore 112% of standard 
materials specified for that production. This variation is 
due to changes in (a) material prices, and (b) quantities 
of materials consumed. 
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II. Material Price Ratio 


Material price Actual cost of materials consumed 
ratio ~ Standard cost of materials consumed 
___—- $15,680 om 98 
$16,000 


The actual material price is therefore 98% of the stand- 
ard price set for those materials. 


III. Material Quantity Ratio 


Material quantity Standard cost of materials consumed 
ratio Standard cost of materials specified for 
that production 


— $16,000 _ 1143 
$14,000 


This ratio may be also calculated as follows: 
Material quantity ‘7 Material cost ratio 
ratio Material price ratio 
— a 
98 
Any third ratio as above can be calculated from the first 
two ratios. The quantity of actual materials consumed 
was therefore 114.3% of standard materials specified for 
that production. 
Labour Ratios 
I. Labour Cost Ratio 
Labour cost _ Actual direct labour cost 


ratio Standard cost of direct labour budgeted 
for that production 


_ $21,168 _ 140 

= ‘$15,120 
Actual labour cost was therefore 40% above the standard 
budgeted for that production. This variation is due to 
changes in (a) output per man hour, i.e., labour efficiency, 
and (b) rates of wages paid, i.e., wage level. 


II. Labour Efficiency 


Standard direct labour hours specified 
Labour efficiency _ for that production 


ratio - Actual direct labour hours 
____ 21,600 direct labour hours 
~ 28,224 direct labour hours = 765 
Labour was therefore only 76.5% effective, or the number 
100 


of direct labour hours used was 
standard. 





5 = 130.7% of the 
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III. Wage Level 
Wage level __ Actual rate paid per direct labour hour 
ratio - Standard rate specified per direct labour 
hour 
75¢ 
The wage level was therefore 7.1% above the standard. 
This could also be calculated from the ratio previously 
determined as follows: 
Wage level __ Labour cost ratio f 





ratio Ratio of direct labour hours used to | 
standard 
cn me SOR 
130.7 


Manufacturing Expense Ratios 
I. Manufacturing Expense Cost Ratio 


¥ Actual manufacturing expense incur- 
Manufacturing expense red during period 


cost ratio = ——_——_—...: 
Standard manufacturing expense on 
budgeted production for that period 


$23,840 87.6 
$27,200 
Actual manufacturing expense was therefore 87.6 of the 
standard manufacturing expense on the budgeted produc- 
tion for that period. This variation was due to (a) the 
amount by which the level of production was less than that 
budgeted, i.e., idle capacity; (b) the amount by which the 
actual manufacturing expense incurred differed from the 
standard for that production, i.e., expenditure ratio; and 
(c) the amount by which the actual labour hours diftered 
from the standard labour hours for that production, i.e., 
production or labour efficiency. 
II. Manufacturing Expense—Idle Capacity Ratio 


Capacity Actual direct labour hours 
ratio a ‘Budgeted direct labour hours 


28,224 direct labour hours 
= ~~32,000 direct labour hours _ 

Actual direct labour hours used was 88.2% of direct labour 
hours budgeted, or idle capacity was 11.8%. 
III. Manufacturing Expense—Expenditure Ratio 

Actual manufacturing expense incurred during 
= period 

Actual direct labour hours used 


Standard manufacturing expense rate per di- 
rect labour hour 


= 88.2 


Expenditure 
ratio 
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$23,840 
= 28,224 direct labour hours 
= 84.47¢ + 85¢ = 99.4 
The actual manufacturing expense expenditure per direct 
labour hour was 99.4% of the standard. This ratio may 
also be calculated as follows: 


85c 


Expenditure = Manufacturing expenditure cost ratio 
ratio Manufacturing expenditure idle capacity ratio 
87.6 = 99.4 
™ wae 


IV. Manufacturing Expense—Production or Labour 
Efficiency Ratio 

Labour efficiency ratio was determined in discussing 
direct labour above as 76.5, i.e., the ratio between the 
standard direct labour hours specified for that production 
and the actual direct labour hours used. This ratio has not 
been taken into consideration in this example as it has 
been stated that manufacturing expense was applied on 
the basis of actual direct labour hours used. 


Where manufacturing expense is applied on the basis 
of production or on standard direct labour hours for that 
production, as where standard costs are charged in the 
ledger to work-in-process accounts, the manufacturing ex- 
pense cost ratio would be affected by the production ef- 
ficiency ratio. 


Sundry Ratios—No single variance ratio can be intel- 
ligently studied by itself; each must be considered in rela- 
tion to others and set up in comparison with them. Other 
ratios are often determined, in addition to those noted 
above, including (a) ratio of machine efficiency, (b) ratio 
of crew efficiency, (c) relation of man efficiency to wage 
level, and (d) sundry ratios for operations subsequent to 
manufacture. 


Responsibility for Variances—After the extent of varia- 
tions from standards have been determined they should 
be very carefully analyzed, responsibility placed, and any 
required corrective action taken. Each supervisor or execu- 
tive should be constantly reminded that he is responsible 
for variations which are under his control. The monthly 
summary of responsibility is a most effective means of 
doing this. 
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Responsibility for some of the more obvious variations 
from standards may be placed as follows: (1) variations 
due to price differences—purchasing department; (2) varia- 
tions due to difference in grade or quality of material— 
purchasing or production department; (3) variations in 
quantity of material consumed—production department and 
definite department concerned; (4) variations in labour cost 
due to differences in wage rates—employment or produc- 
tion department; (5) variations in labour cost due to time 
required if standard method is used—production depart- 
ment and definite department concerned; (6) variations in 
labour cost due to changes of or experiment in methods of 
production—administrative or production department; and 
(7) variations in amount of production—department fore- 
man, production manager or sales department. A state- 
ment of responsibility for variations from standard costs 
may then be prepared, and the following is a simple ex- 
ample. 


Manu- Pur- Em- 

Stan- In- De- facturing chasing ployment 
dard Actual crease crease Dr. Cr. Dr. Cr. Dr. Cr. 
eee $8.96 $9.30 $ .34 ae ene 26 -30 oe ee 
EMDOUP .5000500 7.68 5.40 er $2.28 . $1.92 oe o% = 36 
4.20 6.40 2.20 ae 1.40 pare - a3 Sa os 
4.80 5.60 -80 eo5 1.20 eee im oe ee -40 

Manufacturing 
Expense ..... 27.00 28.50 1.50 ss S 1.50 ass ai as ee 
WU. Wessauh $52.64 $55.20 $4.84 $2.28 $4.74 $1.92 -- 80 .80 .76 
Net change ....$ 2.56 a. coe §6©=—. 98. eos $2.82 .80 ss os on 


Disposition of Variances on the Accounts—When stand- 
ard costs form a part of the accounting system disposition 
must be made of the amounts showing in the variance 
accounts at the end of the accounting period. A variety 
of methods are followed of which the more important are 
(a) carrying all variances to the profit and loss account 
and showing them as a separate group of items on the 
profit and loss statement; (b) carrying all variances to 
profit and loss except material price variances which are 
pro-rated over materals-in-process inventory, finished goods 
inventory, and cost of goods sold; (c) carrying to inventor- 
ies and cost of goods sold variances resulting from incor- 
rect standards, material price changes, and variations in 
wage levels, and carrying to profit and loss variances in 
material quantities, labour time, or manufacturing expense. 


Organization and Certification—During the process of 
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drawing up the accounting plan, attention must be directed 
to the following: (a) system of codification and identifica- 
tion of articles and records; (b) organization to insure 
prompt and reliable reports; (c) scheduling routine of cler- 
ical work—with provision for peak and slack periods; and 
(d) instructing personnel in the necessary procedure. 

Standard Cost Statements and Reports—The type of 
standard cost accounting system adopted is an important 
factor in setting up the production and operating state- 
ments. The disposition of variances, in particular, will 
affect the form in which those statements should be pre- 
sented. 

A flow of cost reports prepared at short intervals should 
direct the attention of the supervisors and management 
to quantities of production, variances from standard and 
other matters requiring their early attention. 

Standards in Valuation of Inventories—Standard costs 
are used in many cost systems in the valuation of all or 
some of the inventories of materials, work-in-process, and 
finished goods. 

Some discussion has been directed against this practice. 
It has been contended that the accounts should reflect con- 
ditions as they are and not as they normally should be, that 
the lower of cost or market valuation coincides with the 
principle of accountancy to provide for all losses and an- 
ticipate no profits, and that inventories at standard cost 
should have no place in financial statements attempting as 
they do to present the actual condition of the business. 

Inventory valuation at standard cost is upheld on the 
following grounds: (a) standard costs reflect costs as they 
should be without additions for inefficiencies, etc.; (b) in- 
ventory value is constant and not affected by market varia- 
tions; (c) there is a saving of time and energy in closing 
the books; and (d) valuation coincides with accounts where 
standard costs are used throughout. 

Standard Costs as a Basis for Selling Price—Standard 
costs are determined in advance of production and provide 
a valuable aid in arriving at selling prices where these also 
must be arrived at in advance. Standard costs even cut 
the wide fluctuations which may occur in actual costs due 
to varying volumes of production in different seasons of 
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the year and provide a more uniform basis on which selling 
prices may be built up. 

Conclusion—The benefits resulting from the application 
of standard costs are manifold. Great care, however, must 
be exercised in their installation and in applying the prin- 
ciples to practical conditions. The element of personal judg- 
ment enters largely into the determination of standards, 
and errors in judgment may cause serious misstatements 
of cost. The application of rigid standards under varying 
conditions may lead to injustice and inaccuracies unless the 
system is carefully adjusted and controlled. Standard costs 
should only be adopted when it is clearly demonstrated 
that they are in accordance with the requirements of the 
business and applicable to its operations. 





The speaker gave due acknowledgment to the following authori- 
ties in the preparation of this paper: 
W. B. Lawrence, Cost Accounting 
E. A. Camman, Basic Standard Costs 
J. G. Blocker, Cost Accounting 
C. L. VanSickle, Cost Accounting 


THE TERMINATION OF FOREIGN INVESTMENT 
By W. A. McKague, M.A., Toronto 

—" the numerous phases of human life that are 

being “liquidated” in the course of this war is interna- 
tional investing. Of the large international investments 
now outstanding, some may survive with dubious status. 
But neither in the new school of world affairs nor in the 
domestic systems that are being evolved is there anything 
which gives promise of a revival. 

At first glance this is regrettable. It is obvious that 
some countries reach a status of maturity that amounts 
almost to stagnation while others are still virgin territory. 
It should be economically sound for the former to invest 
capital in the latter. Migration is an alternative, but that 
involves the painful severance of home ties, which is 
avoided if people can remain in the home land while send- 
ing their capital to work for them abroad. And the benefits 
are mutual, so long as there are countries which want 
capital and which are prepared to fulfil the bond. 

But the consequences have not always been happy. So 
long as the lender felt that its capital was going to a safe 
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and profitable field, and the borrower experienced the stimu- 
lus of an inflow of unearned goods, all was well. There had 
to come a time when the flow ceased, and a surplus of 
goods had to be sent back to pay interest or dividends, and 
perhaps an ebb of the capital as well. These reversals have 
come too often in times of depression and low prices, when 
the payment required such quantities of wheat, and wool, 
and cotton, as seemed intolerable to the debtor. And so 
we have witnessed a spread of repudiation sentiment, en- 
couraged by a world wide attack upon the foundations of 
capitalism itself. This is too much for international in- 
vesting to survive. And what might remain is being de- 
stroyed by conquests of war, or cramped by controls of 
foreign exchange. 

The investment of capital in a foreign jurisdiction is 
possible only when the conditions are exactly right. First, 
obviously, there must be an accumulation in countries which 
have relatively little use for it. This generally is in the 
form of a surplus productive power, enabling the country 
to export a surplus of goods without hardship. England in 
the 19th century was typical. But there must also be 
liberty of the individual, enabling him to export his capital 
if he so pleases. For the other side of the deal there must 
be fruitful lands and resources, with such stability of gov- 
ernment as to warrant a reasonable degree of credit. Ever 
since the new worlds of the Americas, Africa and Australia 
were discovered, there have been physical resources galore, 
but the moral hazards have often been too great. 

International investing is an ancient practice, for the 
Phoenicians established trading posts in many parts of the 
old world, and such expeditions as those described by Marco 
Polo subjected material wealth to the mercy of a foreign 
power. The colonial expansion of Spain, Portugal, France, 
England and the Netherlands was a different kind of move- 
ment, because the warship and the flag accompanied the 
trader and the colonist. Whether the goods or the invader 
got there first, the general idea was to expand the realm for 
purposes of exploitation and colonization. But after the 
imperialistic stage came the one which did include purely 
economic relations on a scale vaster than anything before. 
The American colonies for the most part revolted. Britain 
found, somewhat to her own surprise, that those which 
she had left could be loyal and at the same time self- 
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governing. Accordingly there arose vast new nations with 
new ideas in government, but still dependent upon the goods 
and the capital which the old world could supply. In fact 
the severing or weakening of political ties opened the door 
to international dealings on a liberal scale. Britain, France, 
Holland and other nations of Europe became great foreign 
investors. Nearly all of the new lands became borrowers. 
The total outstanding must have reached over $25 bil- 
lions. It included branch plants, farm lands and other 
forms of direct ownership, as well as bonds and mortgages, 
so that in respect to these broad relations the terms “lend- 
ing” and “borrowing” are used only to irdicate the capital 
position. 

Of all the debtor countries, only one appears to have 
reversed its position. The United States for a time at- 
tracted the greatest attention of investors as well as of 
emigrants, but its growth soon made it a giant in its own 
right, and master of its own house. During the last war 
it was able to convert to a creditor position, and in the 
succeeding years it loaned many billions of dollars to coun- 
tries of South America and Europe. Of course there still is 
a great deal of foreign money in the United States, but 
it is more than offset by United States investments abroad. 

In spite of her sacrifices during the last war, Britain 
continued in a substantial creditor position, with commit- 
ments throughout the Empire and in South America, China 
and other lands. France, Holland and Belgium had large 
amounts in their colonies and elsewhere. Switzerland was 
also an investor of importance. Germany’s holdings were 
largely liquidated during or after the last war. 

In recent years nearly all countries have adopted some 
degree of exchange control, thus subjecting an old-estab- 
lished sphere of human action to the dictation of the state. 
To prevent export of capital has been one of the chief 
purposes of such control. Obviously, export of capital may 
be for investment, or it may be for repayment of an in- 
vestment. Consequently the control seeks to check both 
the flow and the ebb, always tending to freeze the capital 
wherever it is located. It is a measure of conservation and 
at the same time one of repudiation. It can never be en- 
tirely efficient, and therefore will not entirely prevent some 
flow of capital, but it does serve as a temporary barrier 
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which enables other influences to work their will on the 
corralled funds. 

The present war has seen nearly all international com- 
mitments frozen, excepting for the large scale liquidation, 
through official channels, of British holdings of securities 
which are marketable in the United States. This of course 
amounts to a repayment of capital to Britain. The United 
States remains the only large nation which has freedom 
of foreign exchange, and it is the only market in which 
substantial liquidation is now possible. 

From early colonial days Canada was the recipient of 
large amounts of European capital, first from Britain and 
other European countries, and latterly from the United 
States, the net accumulated total being about $2,700 mil- 
lions from the former and $4,000 millions from the latter, 
according to a recent estimate. The European holdings con- 
sist chiefly of government, municipal and railway bonds and 
mortgages—instruments of debt in other words,—while the 
United States gave attention to industrial and mining enter- 
prises as well as to the strictly investment field. As an 
offset, Canada had some $1,700 millions of foreign holdings, 
including United States securities and interest in enter- 
prises in many other lands. This left a balance of approxi- 
mately $5,000 millions of external debt. 

Some important changes are taking place in our position. 
We are rapidly redeeming our securities from Britain, as 
payment for goods being shipped to her. But under the 
one-way kind of exchange control now existing between 
Canada and the United States, we freeze her large com- 
mitments in Canada, while permitting a voluntary liquida- 
tion by Canadians of whatever they find to be marketable 
in the United States. This latter movement tends to be 
slow but persistent. It is probably more than offset by 
our redemptions from Britain, thus reducing our net ex- 
ternal obligations. 

The field of foreign investment has always been one 
of adventure, of which Canada has had her share. While 
it was logical for Canadians to be interested in the spec- 
tacular development of the United States, and in the great 
market activity which she provided, it was sheer enter- 
prise, of the promotional kind of course, that led Canadians 
to prominence in such undertakings as public utilities in 
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Mexico, Rio de Janeiro, Jamaica, etc., sugar plantations in 
Cuba, gold and copper workings in Africa, and whaling from 
Norwegian ports. The closing of this chapter of our his- 
tory is like finishing a book of romance to resume the dull 
routine of labour. But in this age when the great powers 
are assuming control of the little ones, and are thereby 
dividing the world into economic zones with almost impas- 
sable barriers between, there certainly is no prospect of any 
new freedom of international investment, nor is there much 
hope of speedy liquidation of what is already frozen. 


THE PROFESSION IN GREAT BRITAIN 


EpiTor’s NoTeE:—The news broadcast from London heard twice 
daily in Canada helps us in this country to visualize conditions in the 
Old Land and in some degree to be conscious of the situations in 
which industrial firms and members of our profession there often 
must find themselves. Members of the profession in Canada have 
been enquiring from us from time to time about the profession in 
Great Britain. In response to that inquiry, we take the opportunity 
of publishing extracts from the interesting and instructive address 
of Chas. J. G. Palmour, F.C.A., President of the Institute of Chartered 
Accountants in England and Wales, given at the sixtieth annual 
meeting which was held in the Hall of the Institute, Moorgate Place, 
London, on 7th May last.—A.H.C. 


Finances of the Institute—The accounts reflect the re- 
sults of a full year under war conditions and show excess 
of expenditure over income, amounting to £200 7s. 5d. as 
compared with an excess of income over expenditure of 
£105 for the year 1939. [An accompanying analysis showed 
the contributory causes for the deficiency to be a reduced 
income of £8,109 and a reduced expenditure of £7,803 over 
the previous year.] 

The reduction in expenditure is, I think, self-explana- 
tory, but I wish to say a word or two regarding the reduc- 
tion in income under the headings of Examination Fees 
and Interest on Investments. As regards examination fees, 
the by-laws of the Institute do not permit us to return fees 
to a non-sitting candidate, though they do allow such fee 
to be carried forward to a future examination. Under war- 
time conditions cases arise where it is impossible for a 
candidate, having paid his fees, to present himself for 
examination, owing to circumstances outside his control, 
and it is unfortunately conceivable that he may never so 
present himself. I feel sure all members will confirm the 
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action of the Council in returning the fees so paid. A 
Special General Meeting is to be held immediately follow- 
ing these proceedings to amend the by-laws to permit of 
this practice being continued in war-time. As regards 
interest on investments, the reduction is due to the fact 
that the Council agreed to forgo the net interest on the 
Institute’s holding in Government stocks for the period of 
the war. I accept full responsibility for this suggestion and 
hope members will support us in what I think was a gesture 
which, if followed by other Institutions and Societies, should 
have been of considerable assistance to the Treasury. The 
Chancellor of the Exchequer gratefully acknowledged our 
action. 

Tuition Scheme—The Scheme, as agreed in 1937, came 
to an end in November last, after a regrettably stormy 
existence. There are, unfortunately, several outstanding 
matters which are of a contentious nature and I do not 
think any good purpose will be served by discussing them 
here. All I desire to say is that in my view the scheme 
was an honest attempt to provide, if not better, at any rate 
more extensive, facilities to students for tuition—particu- 
larly lectures—and as one who has endeavoured to serve the 
Institute as President for three years, which have not been 
without abnormal worries and anxiety, I would appeal to 
those whose views are at variance to make a final and let 
it be a friendly effort to come to an understanding. If there 
be anything I can do to assist in bringing this about, it 


-would be a crowning achievement and give me the utmost 


satisfaction in the closing year of my Presidency. 

National Service—The effect of the various new Orders 
which have come into force regarding registration and al- 
teration in the reserved occupations and ages has received 
constant attention. Together with the representatives of 
the Scottish Societies, the Society of Incorporated Account- 
ants and Auditors, the Association of Certified and Corpor- 
ate Accountants and the Institute of Cost and Works Ac- 
countants, representations have been made and negotiations 
have taken place with the appropriate Government Depart- 
ments, with a view to ensuring that such depletion did not 
take place in our staffs as would prevent us satisfactorily 
carrying out our various duties, particularly those which 
are so closely allied to the steady collection of the country’s 
revenue. I think it is a fact, of which we can be proud, 
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that the importance of the work we undertake is fully ap- 
preciated and I take this opportunity of expressing my 
thanks to those Government officials with whom I have been 
in consultation for the sympathetic and comprehensive man- 
ner in which they have received our suggestions. On the 
question of National Service there is one point I would 
stress, namely, is the best use being made of the services 
of qualified accountants? I cannot think the answer can be 
in the affirmative. While I appreciate the many difficulties 
of always putting the right man in the right place, it is 
surely a waste of man power for qualified men to be serving 
in the lower ranks of the Pay Corps or the Accountancy 
Branch of the Royal Air Force. In the very nature of 
things, they cannot have to deal with financial problems 
such as abound in the professional life, nor are they faced 
from day to day with the manifold problems which arise 
from taxation and war-time legislation. Conversations are 
now taking place with the responsible Government Depart- 
ments which will, I hope, result in the removal of some of 
these anomalies. 

Responsibilities and Obligations — In my address last 
year, I referred to our responsibilities and obligations to- 
wards those of our members and staffs who have joined 
His Majesty’s Forces and are undertaking work of national 
importance which necessitates absence from their offices. 
I repeat that to those practising members who are serving, 
it is our duty to assist in the preservation of their prac- 
tices, and as far as possible to keep the places of the staff 
open to them on their return. I have not heard of, and hope 
there have not been, many cases of members seeking to 
make good shortage of staff by approaching or encouraging 
employees of another member to leave his employment. 
The duty and obligation in regard to staff is the same as 
that in regard to professional work—no poaching. On the 
question of assisting practising members who have joined 
his Majesty’s Forces, I would refer members to the resolu- 
tion of the Emergency Committee of the Council on this 
subject passed on the 5th June 1940, namely, “The question 
of an auditor of a company during his absence in His Ma- 
jesty’s Forces authorizing someone else, not necessarily a 
Chartered Accountant, to certify the balance sheet of the 
company of which he is the auditor (referred to your Com- 
mittee by the Parliamentary and Law Committee) was con- 
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sidered. In the opinion of the Committee if a Chartered 
Accountant without a partner or partners joins His Ma- 
jesty’s Forces and in his absence from business asks a non- 
Chartered Accountant or a Chartered Accountant to con- 
duct an audit and sign the balance sheet in his name as a 
Chartered Accountant, it should only be done if the direc- 
tors of the company know the facts and the shareholders 
are so informed at the annual general meeting when the 
balance sheet is submitted.” 

Taxation—I want to repeat what my predecessor said 
in 1938 regarding the question of avoidance of income-tax, 
namely, “It is a Chartered Accountant’s duty to see that 
the provisions of the Finance Acts are observed, and to 
assist his client, when called upon, to contribute to the Na- 
tional Exchequer only the minimum sum required by such 
Finance Acts.” 

The evasion of tax is clearly reprehensible and we should 
do nothing to assist such conduct. There is, however, in 
my view, a clear moral distinction between evasion and 
avoidance, but in regard to the latter the recent dictum of 
the Chancellor of the Exchequer must be borne in mind, as 
it is quite evident that any schemes based on anomalies 
or loopholes in the Finance Acts will be countered by retro- 
spective legislation. 

Financial Problems Arising from the War—The cost of 
the war is estimated at upwards of fourteen millions a day, 
of which it is understood that approximately ten millions 


_ per day are being expended internally. The financial con- 


sequences of this state of affairs are manifold. In the 
first place it is self evident that expenditure of this magni- 
tude cannot be financed out of current revenue, but never- 
theless as high a proportion as possible should be and is 
being so financed in order to keep the increase in the Na- 
tional Debt down to a minimum, for I doubt whether anyone 
could argue seriously that the limits of high rates of taxa- 
tion have not been reached in the current Budget. There is 
one point I would like to mention, however, in this connec- 
tion and that is the omission in the Budget to make any 
effective adjustment of the burden of taxation between 
those whose incomes are already charged with inescapable 
commitments and those who are free to spend their incomes 
as they please. Secondly, by far the greater part of the 
internal expenditure is represented by wages and this very 
considerable increase in the purchasing power of the con- 
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suming public, coupled with the inevitable shortage in war- 
time of goods for civilian consumption, would normally 
create a highly dangerous state of inflation. The Govern- 
ment have rightly taken steps to keep this danger down 
to a minimum, by rationing, by the restrictions imposed 
under the Limitation of Supplies Act, by the purchase tax 
and by the 100 per cent excess profits tax. These various 
measures all exert an influence in the right direction, but 
something more is needed if our currency is to retain its 
value and that “something more” must be found in national 
savings, the importance of which cannot be over-emphasized. 

There has been much discussion in the Press regarding 
post-war problems, but the difficulties we have got to face 
at the present are quite sufficient and it seems to me to be 
quite impossible to attempt to visualize what financial and 
economic conditions may prevail at the end of the war. 

Donation to Red Cross and St. John Fund—Members 
will be asked at a later stage in the proceedings to vote a 
further sum of 500 guineas to the fund for the sick and 
wounded. I cannot stress too strongly the urgent needs of 
the Fund, which will unfortunately increase rather than 
diminish, and though I have at times heard criticism of 
the delays which occurred in parcels reaching Prisoners of 
War, as a member of the Executive Committee I know of 
the very great difficulties with which those responsible were 
faced and it was only by their most strenuous efforts that 
they have been to a very large extent overcome. No cause 
is more deserving of our support. 

.Sir Arthur Cutforth—lI feel I cannot close my remarks 
without referring to the loss the Profession in general and 
this Institute in particular has suffered through the retire- 
ment, owing to ill-health, from practice and as a Member 
of the Council of Sir Arthur Cutforth. Arthur Cutforth 
was one of the outstanding accountants of his generation 
and one who never spared himself in undertaking work 
which he deemed to be his duty. During the time he was a 
Member of the Council he brought a ripe judgment to 
bear on all our proceedings and he served as President for 
two years (1934-36). To those of us who knew him well, 
and I consider myself fortunate in being able to number my- 
self among his friends, his charm of manner, unfailing 
good humour and friendly co-operation in whatever circum- 
stances one met, his retirement has created a profound 
feeling of loss, which time alone can alleviate. 
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NEW LEGISLATION RESPECTING TAXATION— 
DOMINION AND PROVINCIAL 


Editor’s Note: In the issues of May and June 1941 we published 
summaries of the 1941 amendments of tax acts of the Provinces of 
Alberta, New Brunswick, Nova Scotia, Ontario, Prince Edward Island, 
Quebec and Saskatchewan. To date in 1941 there has been no legis- 
lative session of the British Columbia or the Manitoba legislature. 
We publish below the complete text of the amendments of The Excess 
Profits Tax Act, 1940 and of the Income War Taz Act passed by the 
Dominion parliament which closed 14th June last. 

According to an announcement made by the Minister of Finance 
on 11th June in the House of Commons, the Provinces of Nova Scotia, 
Prince Edward Island, New Brunswick, Manitoba, Saskatchewan and 
British Columbia have indicated their intention of accepting the sug- 
gestion of the Dominion government that the Provinces abandon the 
personal and corporation income tax field for the duration of the war 
and accept equivalent compensation from the Dominion treasury. As 
soon as Provincial legislation is passed to implement this change, 
particulars will be published in this section of THE CANADIAN CHART- 
ERED ACCOUNTANT. 

A set of the amendments of The Excess Profits Tax Act, 1940 
and of the Income War Taz Act is available from the office of the 
Secretary-Treasurer of The Dominion Association of Chartered Ac- 
countants, 10 Adelaide Street East, Toronto, upon the payment of 
thirty cents. (Cash must accompany order.) 


(a) 1941 Amendments of the Excess Profits Tax Act, 1940 
4-5 George VI, 1940-41 
CHAPTER 15 


An Act to amend The Excess Profits Tax Act, 1940 
[Assented to 14th June 1941] 


IS Majesty, by and with the advice and consent of the Senate and 
House of Commons of Canada, enacts as follows:— 


1. Paragraph (f) of subsection one of section two of The Excess 
Profits Tax Act, 1940, chapter thirty-two of the statutes of 1940, is 
repealed and the following substituted therefor:— 

“(f) ‘profits’ in the case of a corporation or joint-stock company 
for any taxation period means the amount of net taxable income 
of the said corporation or joint stock company as determined 
under the provisions of the Income War Taz Act in respect of 
the same taxation period, except that if a corporation or joint 
stock company is subject to the tax imposed by the Second Part 
of the Second Schedule to this Act, profits shall not include, for 
the purposes of this Act, any dividends deemed to have been 
received by such corporation or joint stock company by virtue of 
section nineteen of the Income War Tax Act unless 
(i) the capital of the corporation or joint stock company includ- 
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issued by the said corporation or joint stock company is, to 
the extent of fifty per centum or more, held by or on behalf of 
individual holders numbering twenty-five or less, or 


(ii) the said corporation or joint stock company is controlled 
directly or indirectly by any such number of individuals by 
means of the ownership or control of the majority of the voting 
stock of the said corporation or joint stock company. 

and unless the corporation or joint stock company which is being 
wound up, discontinued or reorganized, within the meaning of 
section nineteen of the Income War Taz Act aforesaid, is likewise 
controlled in the manner described in sub-paragraph (i) or sub- 
paragraph (ii) hereof by individuals numbering twenty-five or 
less.”’ 


2. Paragraph (h) of subsection one of section two of the said 


Act is repealed and the following substituted therefor:— 
“(h) ‘standard period’ means the period comprising the calendar 


years one thousand nine hundred and thirty-six to one thousand 
nine hundred and thirty-nine, both inclusive, or such years or 
parts thereof since the first day of January, one thousand nine 
hundred and thirty-six, during which the taxpayer was in business: 

Provided that where the profits of a taxpayer in any one of 
such calendar years, after adjustment by the Minister pursuant 
to section four of this Act, were less than fifty per centum of the 
average of the profits for the remaining years of the standard 
period the taxpayer may designate as his standard period the 
remaining years aforesaid of the standard period, and 

Provided further that if the Minister is satisfied that a tax- 
payer did not actually commence business operations until a 
date subsequent to the date of the nominal commencement thereof 
he may fix the date of the actual commencement of business opera- 
tions as the date of commencement thereof for all purposes under 
this Act.” 


3. Paragraph (i) of subsection one of section two of the said 


Act is repealed and the following substituted therefor:— 
“(i) ‘standard profits’ means the average yearly profits of a tax- 


payer in the standard period in carrying on what was in the 
opinion of the Minister the same class of business as the business 
of the taxpayer in the year of taxation or the standard profits 
ascertained in accordance with section five of this Act: 

Provided that for the purpose of this section profits shall be 
deemed to have accrued on an equal daily basis throughout any 
fiscal period or portion thereof which is in question; and 

Provided further that losses incurred by the taxpayer during 
the standard period shall not be deducted from the profits in the 
standard period but the years of losses shall nevertheless be 
counted in determining the average yearly profits during the said 
standard period; and 

Provided further that a taxpayer’s standard profits shall not 
be deemed to be less than five thousand dollars before any adjust- 
ment is made in accordance with the provisions of this Act.” 


4. Paragraph (0b) of subsection one of section four of the said 


Act is repealed and the following substituted therefor:— 
“(b) adjust the standard profits 


(i) in the case where any alteration in the capital employed 
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since the commencement of the last year or fiscal period of the 
taxpayer in the standard period has occurred, by adding to or 
deducting from (accordingly as the capital has been increased 
or reduced) the standard profits an amount equal to seven and 
one-half per centum per annum of the amount of the alteration 
in the capital: 

Provided that in the case of a corporation or joint stock 
company such adjustment may only be made if the alteration in 
capital was accompanied by an equivalent alteration in capital 
stock; and, 

Provided further that if an increase in capital to the extent 
of thirty-three and one-third per centum of the capital employed 
at the commencement of the year or fiscal period of the taxpayer 
next preceding the taxation year or alternatively to the extent 
of thirty-three and one-third per centum of the capital employed 
at the commencement of the last year or fiscal period of the tax- 
payer in the standard period has been so made the taxpayer may 
apply under section five of this Act to have his standard profits 
ascertained by the Board of Referees as if he had not been carry- 
ing on a business during the standard period; 

(ii) in the case where any increase in capital employed was 
made during the standard period, by adding to the profits of the 
standard period or portions thereof, when such additional capital 
was not employed, an amount equal to seven and one-half per 
centum per annum of the said additional capital and in the case 
where any decrease in capital employed was made during the stan- 
dard period by deducting from the profits of the standard period 
or portions thereof during which the capital withdrawn was 
employed an amount equal to seven and one-half per centum of 
the said capital withdrawn: 

Provided that in the case of any such decrease in the capital 
of a corporation or joint stock company such adjustment may 
only be made if the said decrease was accompanied by an equival- 
ent reduction of capital stock.” 


5. Paragraph (d) of subsection one of section four of the said 
Act is repealed. 


6. Section five of the said Act is repealed and the following is 
substituted therefor:— 


“S. (1) If a taxpayer is convinced that his standard profits were 
so low that it would not be just to determine his liability to tax under 
this Act by reference thereto because the business is either of a class 
which during the standard period was depressed or was for some 
reason peculiar to itself abnormally depressed during the standard 
period when compared with other businesses of the same class he 
may, subject as hereinafter provided, compute his standard profits at 
such greater amount as he thinks just, but not exceeding an amount 
equal to interest at ten per centum per annum on the amount of capital 
employed in the business at the commencement of the last year or 
the fiscal period of the taxpayer in the standard period computed in 
accordance with the First Schedule to this Act: 

Provided that if the Minister is not satisfied that the business 
of the taxpayer was depressed or that the standard profits as computed 
by the taxpayer are fair and reasonable he may direct that the stan- 
dard profits be ascertained by the Board of Referees and the Board 
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shall thereupon, in its sole discretion, ascertain the standard profits 
at such an amount as the Board thinks just, being however an amount 
equal to the average yearly profits of the taxpayer during the standard 
period or to interest at the rate of not less than five nor more than 
ten per centum per annum on the amount of capital employed at the 
commencement of the last year or fiscal period of the taxpayer in 
the standard period as computed by the Board in its sole discretion in 
accordance with the First Schedule to this Act. 


(2) If on the application of a taxpayer the Minister is satisfied 
that the taxpayer was not carrying on business during the standard 
period or that the profits of the standard period were so low that it 
would not be just to determine the liability of the taxpayer under 
this Act by reference thereto because the actual date of commencement 
of business by the taxpayer or the date of commencement fixed by 
the Minister pursuant to paragraph (h) of subsection one of section 
two of this Act was subsequent to the thirty-first day of December, 
one thousand nine hundred and thirty-seven, he may direct that the 
standard profits be ascertained by the Board and the Board shall in 
its sole discretion thereupon ascertain the standard profits at such 
an amount as the Board thinks just, being an amount equal to a 
return on the capital employed by the taxpayer at the commencement 
of the first year or fiscal period in respect of which he is subject to 
taxation under this Act at the rate earned by taxpayers during the 
standard period in similar circumstances engaged in the same or an 
analogous class of business, the capital of the taxpayer to be computed 
by the Board of Referees in its sole discretion in accordance with 
the First Schedule to this Act: 

Provided, however, that in the case of taxpayers engaged in the 
operation of gold mines or oil wells which have come into production 
after January first, one thousand nine hundred and thirty-eight, the 
amount of standard profits shall be ascertained on the basis of a 
presumed volume of production during the standard period equal to 
the volume of production of the taxpayer in the taxation year and a 
presumed selling price for the product during the standard period 
equal to the average selling price of the said product during the 
standard period. 


(3) If on the application of a taxpayer whose business either 
was depressed during the standard period or was not in operation prior 
to the first day of January, one thousand nine hundred and thirty- 
eight, the Minister on the advice of the Board of Referees is satisfied 
that because, 

(a) the business is of such a nature that capital is not an import- 
ant factor in the earning of profits, or 
(b) the capital has become abnormally impaired or due to other 
extraordinary circumstances is abnormally low 
standard profits ascertained by reference to capital employed would 
result in the imposition of excessive taxation amounting to unjusti- 
fiable hardship or extreme discrimination or would jeopardize the 
continuation of the business of the taxpayer the Minister may direct 
that the standard profits be ascertained by the Board of Referees and 
the Board shall in its sole discretion thereupon ascertain the standard 
profits on such basis as the Board thinks just having regard to the 
standard profits of taxpayers in similar circumstances engaged in the 
same or an analagous class of business. 


(4) Notwithstanding anything contained in this section the de- 
cisions of the Board given under subsections one, two and three of 
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this section shall not be operative until approved by the Minister 
whereupon the said decisions shall be final and conclusive: 


Provided that if a decision is not approved by the Minister it 
shall be submitted to the Treasury Board who shall thereupon deter- 
mine the standard profits and the decision of the Treasury Board 
shall be final and conclusive.” 


7. Paragraph (b) of subsection one of section six of the said 
Act is repealed and the following substituted therefor:— 


“(b) such reasonable provision as a reserve against future de- 
preciation in inventory values as the Minister in his discretion 
may allow having regard to a normal quantity of stock in trade 
necessary for the business as indicated by the quantities on hand 
during the standard period: 

Provided that no such deduction shall be allowed which pro- 
vides against a decline in inventory values below the inventory 
prices of goods on hand either at the end of the fiscal period of 
the taxpayer ending in the year one thousand nine hundred and 
thirty-nine or in case the fiscal period of the taxpayer ends after 
the thirty-first day of August, during the said month of August 
one thousand nine hundred and thirty-nine, and, 


Provided further that any reduction in such reserve shall for 
purposes of taxation under this Act be added to the profits of the 
year in which such reduction takes place and any portion of such 
reserve remaining at the end of the year or fiscal period when 
this Act ceases to apply to the taxpayer shall be available to the 
taxpayer to meet declines in inventory values during the next 
following year and if not exhausted by the end thereof the re- 
maining portion shall be added to the taxpayer’s profits of the 
last year or fiscal period when this Act applies to the taxpayer.” 


8. Paragraph (c) of subsection two of section six of the said Act 
is repealed and the following substituted therefor:— 


“(c) if taxable under the Second Part of the Second Schedule of 
this Act, such reasonable provision as a reserve against future 
depreciation in inventory values as the Minister in his discretion 
may allow having regard to a normal quantity of stock in trade 
necessary for the business as indicated by the quantities on hand 
during the standard period: 


Provided that no such deduction shall be allowed which pro- 
vides against a decline in inventory values below the inventory 
prices of goods on hand either at the end of the fiscal period of 
the taxpayer ending in the year one thousand nine hundred and 
thirty nine or in case the fiscal period of the taxpayer ends after 
the thirty-first day of August, during the said month of August 
one thousand nine hundred and thirty-nine, and, 


Provided further that any reduction in such reserve shall for 
purposes of taxation under this Act be added to the profits of 
the year in which such reduction takes place and any portion 
of such reserve remaining at the end of the year or fiscal period 
when this Act ceases to apply to the taxpayer shall be available 
to the taxpayer to meet declines in inventory values during the 
next following year and if not exhausted by the end thereof the 
remaining portion shall be added to the taxpayer’s profits of the 
last year or fiscal period when this Act applies to the taxpayer.” 
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9. Paragraph (c) of section seven of the said Act is repealed 


and the following substituted therefor:— 
“(c) the profits of taxpayers who in the taxation year do not earn 


profits in excess of five thousand dollars before providing for any 
payments to proprietors, partners or shareholders by way of salary, 
interest or otherwise: 

Provided that if the tax exigible under this Act reduces the 
profits of the taxpayer below five thousand dollars in the taxation 
year, before providing for any payments to proprietors, partners, 
or shareholders by way of salary, interest or otherwise then to the 
extent that it would so reduce the profits below five thousand 
dollars such tax shall not be payable.” 


10. Section seven of the said Act is amended by adding thereto 


the following paragraph:— 
“(f) the profits of any corporation or joint stock company which 


throughout the taxation year satisfies the following conditions: 

(i) the corporation or joint stock company shall have no out- 
standing bonds, debentures or other securities evidencing funded 
indebtedness; 

(ii) the capital thereof shall to the extent of eighty per centum 

or more be invested in stocks, bonds or securities, or held in 
cash; 

(iii) the gross income of the corporation or joint stock company 
shall to the extent of not less than ninety-five per centum be 
derived from investments mentioned in sub-paragraph (ii); 

(iv) the capital of the corporation or joint stock company shall 
to the extent of not more than ten per centum thereof be in- 
vested in the stocks, bonds or securities of any one corporation 
or debtor: Provided however that this restriction shall not apply 
in the case of investments in the securities of the Dominion of 
Canada or of any province or municipality in Canada, provided 
that this condition shall be deemed to be met, for purposes of 
the 1941 taxation period and fiscal periods ending therein, if 
satisfied by October first, nineteen hundred and forty-one; 

(v) the shares of the corporation or joint stock company shall 
be held by persons numbering fifty or more of whom none holds 
more than twenty-five per centum of the whole capital stock, 
provided that this condition shall be deemed to be met, for 
purposes of the 1941 taxation period and fiscal periods ending 
therein, if satisfied by October first, nineteen hundred and forty- 
one. 

(vi) the net income of the said corporation or joint stock company 
excluding therefrom unsold dividends or interest received other- 
wise than in cash shall have been distributed within one 
hundred and twenty days after the close of the year or fiscal 
period to the shareholders to the extent of eighty-five per centum 
or more in each taxation year.” 


11. Subsection one of section nine of the said Act is repealed 


and the following substituted therefor:— 


“g. (1) A taxpayer shall be entitled to deduct from the tax that 


would otherwise be payable by him under this Act the amount paid 
to Great Britain or any of its self-governing dominions or dependen- 
cies for excess profits tax in respect of the profits of the taxpayer 
derived from sources therein, and the amount paid to any foreign 


36 








NEW LEGISLATION RESPECTING TAXATION 


country for excess profits tax in respect of the profits of the taxpayer 
derived from sources therein if such foreign country in imposing 
such tax allows a similar credit to persons in receipt of profits derived 
from sources within Canada: 


Provided that the Minister may in his discretion allow a taxpayer 
to deduct from the sum total of his income tax and excess profits 
tax the sum total of the income tax and excess profits tax paid to 
Great Britain or to any of its self-governing dominions or dependencies 
or to any foreign country if such foreign country in imposing such 
taxes allows a similar credit to persons in receipt of profits derived 
from sources within Canada.” 


12. Subsection two of section nine of the said Act is repealed 
and the following substituted therefor:— 

(2) Such deduction shall not exceed the same proportion of the 
tax otherwise payable under this Act or the sum total of the income 
tax and excess profits tax otherwise payable under this Act and the 
Income War Tax Act as provided for in the proviso to subsection 
one hereof as that which the taxpayer’s net profits from sources 
within such country and taxed therein bears to his entire net profits 
from all sources.” 


13. The said Act is further amended by adding the following 
section immediately after section eleven thereof:— 


“421A, Notwithstanding the provisions of this Act and the pro- 
visions of the Income War Tax Act made applicable to the making of 
returns and the payment of tax under this Act, every person liable 
to pay excess profits tax in respect of a fiscal period ending in the 
year one thousand nine hundred and forty prior to the thirty-first 
day of December of that year may file returns and pay the tax as if 
such fiscal period ended on the thirty-first day of December, one 
thousand nine hundred and forty.” 


14. Paragraph (b) of section three of the First Schedule to the 
said Act is repealed and the following substituted therefor:— 

“(b) A deduction of the total amount of depreciation which, since 
the first day of January, one thousand nine hundred and seventeen, 
has been or should have been taken into account in accordance 
with the practice and regulations of the Income Tax Division of 
the Department of National Revenue, in ascertaining profit or loss 
for purposes of the Income War Taz Act, plus any accumulated 
depreciation reserves as at the first day of January, one thousand 
nine hundred and seventeen, recognized by the Minister for the 
purposes of the said Income War Taz Act and in addition such 
amount on account of depletion as the Board of Referees deems 
fair and reasonable.” 


15. Paragraph (c) of section three of the First Schedule to the 
said Act is repealed and the following substituted therefor:— 

“(c) a deduction of any borrowed money and debts of the taxpayer 
other than dividends declared but unpaid at the commencement 
of the taxation period, except the amount of indebtedness repre- 
sented by income bonds or income debentures, the interest on 
which is not allowed as a deduction under paragraph (k) of sub- 
section one of section six of the Income War Tax Act and except 
the amount of indebtedness represented by a non-interest-bearing 
advance from a corporation to its subsidiary which the Minister, 
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in his sole discretion, determines to be in the nature of perman- 
ently invested capital.” 


16. Section four of the First Schedule to the said Act is repealed 
and the following substituted therefor: 

“4, Capital as hereinbefore defined shall be increased or decreased 
by a portion of any bona fide additions to or reductions of the assets 
of the business made during the taxation period other than additions 
or reductions resulting from profits or losses of the said period, such 
increase or decrease to be made pro rata for the time such additions 
were employed in or decreases withdrawn from the business, provided 
however, that dividends paid in cash during such period shall con- 
stitute a deduction from the capital employed at the commencement 
of the said period to the extent of one-half the total amount of 
dividends paid during the said period.” 


17. The First Part of the Second Schedule to the said Act is 
repealed and the following substituted therefor: 


“First Part— 

Twenty-two per centum of the profits of corporations and joint 
stock companies and fifteen per centum of the profits of all persons 
other than corporations, before deduction therefrom of any tax paid 
thereon under the Income War Taz Act.” 


18. (1) Sections one to nine inclusive, eleven and twelve, four- 
teen, fifteen, and sixteen of this Act shall be applicable to the profits 
of the nineteen hundred and forty taxation period and of fiscal periods 
ending therein and of subsequent periods. 

(2) Section ten of this Act shall be applicable to the profits of 
the nineteen hundred and forty-one taxation period and of fiscal 
periods ending therein and of subsequent periods. 

(3) Section seventeen of this Act shall be applicable to the profits 
of the nineteen hundred and forty-one taxation year and of fiscal 
periods ending therein and of subsequent years and fiscal periods, 
provided however that if any fiscal period ends prior to December 
thirty-first, one thousand nine hundred and forty-one, the twenty-two 
per centum tax imposed by section seventeen of this Act shall apply 
to only that portion of the profits of the one thousand nine hundred 
and forty-one fiscal period which the number of days of such fiscal 
period in the calendar year one thousand nine hundred and forty-one 
bears to the total number of days of such fiscal period, and the twelve 
per centum tax as imposed by the First Part of the Second Schedule 
to the said Act as enacted by Chapter thirty-two of the statutes of 
one thousand nine hundred and forty, (second session), shall apply 
to that portion of the profits in the said fiscal period which the 
number of days of such fiscal period in the calendar year one thousand 
nine hundred and forty bears to the total number of days of such 
fiscal period. 
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(b) Income War Tax Act Amendments 
4-5 George VI, 1940-41 
CHAPTER 18 


An Act to amend the Income War Tax Act 


[Assented to 14th June 1941] 


IS Majesty, by and with the advice and consent of the Senate and 


House 


1. Paragraph A of the First Schedule of the Income War Taz 


of Commons of Canada, enacts as follows:— 


Act, chapter ninety-seven of the Revised Statutes of Canada, 1927, as 
enacted by section one of chapter thirty-four of the statutes of 1940, 


is repealed 


and the following substituted therefor: 


“(a) Rates of Tax Applicable to Persons other than Corporations 


and 


Joint Stock Companies. 


On the first $1,000 of Net Income or any portion thereof in excess 
of Exemptions, 15 per centum, or 


$ 150 


$ 600 


$ 900 


$ 1,230 


$ 1,590 


$ 1,970 


$ 2,370 


$ 2,790 


upon Net Income of $1,000; and 20 per centum upon the 
amount by which the income exceeds $1,000 and does 
not exceed $2,000, or 


upon Net Income of $2,000; and 25 per centum upon 
the amount by which the income exceeds $2,000 and does 
not exceed $3,000, or 


upon Net Income of $3,000; and 30 per centum upon the 
amount by which the income exceeds $3,000 and does 
not exceed $4,000, or 


upon Net Income of $4,000; and 33 per centum upon the 
amount by which the income exceeds $4,000 and does not 
exceed $5,000, or 


upon Net Income of $5,000; and 36 per centum upon 
the amount by which the income exceeds $5,000 and does 
not exceed $6,000, or 


upon Net Income of $6,000; and 38 per centum upon the 
amount by which the income exceeds $6,000 and does not 
exceed $7,000, or 


upon Net Income of $7,000; and 40 per centum upon the 
amount by which the income exceeds $7,000 and does 
not exceed $8,000, or 


upon Net Income of $8,000; and 42 per centum upon the 
amount by which the income exceeds $8,000 and does 
not exceed $9,000, or 


upon Net Income of $9,000; and 44 per centum: upon 
the amount by which the income exceeds $9,000 and does 
not exceed $10,000, or 
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$ 3,230 upon Net Income of $10,000; and 47 per centum upon 
the amount by which the income exceeds $10,000 and 
does not exceed $15,000, or 


$ 5,580 upon Net Income of $15,000; and 50 per centum upon 
the amount by which the income exceeds $15,000 and 
does not exceed $20,000, or 


$ 8,080 upon Net Income of $20,000; and 53 per centum upon 
the amount by which the income exceeds $20,000 and 
does not exceed $30,000, or 


$ 13,380 upon Net Income of $30,000; and 55 per centum upon 
the amount by which the income exceeds $30,000 and 
does not exceed $40,000, or 


$ 18,880 upon Net Income of $40,000; and 57 per centum upon 
the amount by which the income exceeds $40,000 and 
does not exceed $50,000, or 


$ 24,580 upon Net Income of $50,000; and 59 per centum upon 
the amount by which the income exceeds $50,000 and 
does not exceed $75,000, or 


$ 39,330 upon Net Income of $75,000; and 63 per centum upon 
the amount by which the income exceeds $75,000 and 
does not exceed $100,000, or 


$ 55,080 upon Net Income of $100,000; and 67 per centum upon 
the amount by which the income exceeds $100,000 and 
does not exceed $150,000, or 


$ 88,580 upon Net Income of $150,000; and 70 per centum upon 
the amount by which the income exceeds $150,000 and 
does not exceed $200,000, or 


$123,580 upon Net Income of $200,000; and 75 per centum upon 
the amount by which the income exceeds $200,000 and 
does not exceed $300,000, or 


$198,580 upon Net Income of $300,000; and 80 per centum upon 
the amount by which the income exceeds $300,000 and 
does not exceed $500,000, or 


$358,580 upon Net Income of $500,000; and 85 per centum upon 
the amount by which the income exceeds $500,000.” 


2. Paragraph AA of the First Schedule of the said Act, as en- 
acted by section one of chapter forty of the statutes of 1935 and as 
amended by section three of chapter six of the statutes of 1939 (second 
session) and by section two of chapter thirty-four of the statutes of 
1940, is repealed and the following substituted therefor: 


“AA. Rate of tax applicable to all persons other than corpora- 
tions and joint stock companies, in respect of ‘investment income’ as 
provided for in this Act. 


On investment income in excess of the exemption 
provided therefor in subsection four of section 
Sv Se RIL soup kok aa ada simu eseasses 4 per centum.” 


3. Paragraph E of the First Schedule of the said Act, as enacted 
by section two of chapter thirty-eight of the statutes of 1936, is re- 
pealed and the following substituted therefor: 
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“E. Rate of tax applicable to Non-Resident Owned Investment 
Corporations: 


On the income of a company which elects under 
subsection four of section nine of this Act..22% per centum.” 


4. Paragraphs (m) and (m) of section two of the said Act, as 
enacted by section three of chapter forty of the statutes of 1935, are 
repealed and the following substituted therefor:— 


“(m) ‘earned income’ means salary, wages, fees, bonuses, pensions, 
superannuation allowances, retiring allowances, gratuities, 
honoraria, and the income from any office or employment of 
profit held by any person, and any income derived by a person 
in the carrying on or exercise by such person of a trade, 
vocation or calling, either alone or, in the case of a partner- 
ship, as a partner actively engaged in the conduct of the 
business thereof, and includes indemnities or other remunera- 
tion paid to members of Dominion, provincial or territorial 
legislative bodies or municipal councils, but shall not include 
income derived by way of rents or royalties; 


“(n) ‘investment income’ includes any income not defined herein 
as ‘earned income’ and also any amount deemed by this Act 
to be a dividend;” 


5. Paragraph (c) of section three of the said Act is repealed 
and the following substituted therefor:— 


“(c) any payment out of any superannuation or pension fund or 
plan; and” 


6. Subsection one of section five of the said Act is amended by 
inserting immediately after paragraph (g) thereof, the following para- 
graph:—- 


“(gg) The amount not exceeding five per centum of any remun- 
eration of any employee or three hundred dollars, whichever 
is the lesser, which is actually paid by an employer to an em- 
ployees’ superannuation or pension fund or plan in respect 
of the service rendered to the employer by any one employee, 
officer or director, within the taxation year.” 


7. Paragraph (j) of subsection one of section five of the said 
Act, as enacted by section three of chapter twenty-four of the statutes 
of 1930, is repealed and the following substituted therefor:— 


“(j) An amount not exceeding ten per centum of the income of 
any taxpayer, other than a corporation, which amount has 
been paid by way of donation within the taxation period to 
and receipted for as such by any charitable organization in 
Canada operated exclusively as such and not for the benefit 
or private gain or profit of any person: Provided, however, 
that the said amount shall be increased to the amount, not 
exceeding forty per centum of the income of the taxpayer, 
of the donations of the taxpayer to the fund registered under 
The War Charities Act, 1939, under the name of The Canadian 
War Services Fund if such donations were subscribed on or 
before the seventh day of April, one thousand nine hundred 
and forty-one and paid on or before the thirty-first day of 
December, one thousand nine hundred and forty-one.” 
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8. Subsection one of section five of the said Act is amended by 
adding immediately after paragraph (j) thereof the following para- 
graph:— 


“(jj) An amount not exceeding five per centum of the income 
of any corporation, which amount has been paid by way of 
donation within the taxation period to and receipted for as 
such by any charitable organization in Canada operated ex- 
clusively as such and not for the benefit or private gain or 
profit of any person: Provided, however, that in respect of 
the year one thousand nine hundred and forty-one and fiscal 
periods ending therein, the maximum shall be ten per centum, 
and provided further that the said amount shall be increased 
to the amount, not exceeding forty per centum of the in- 
come of the taxpayer, of the donations of the taxpayer to the 
fund registered under The War Charities Act, 1939, under the 
name of The Canadian War Services Fund if such donations 
were subscribed on or before the seventh day of April, one 
thousand nine hundred and forty-one and paid on or before 
the thirty-first day of December, one thousand nine hundred 


and forty-one.” 


9. Paragraph (n) of subsection one of section five of the said 
Act, as enacted by section one of chapter six of the statutes of 1939 


(Second Session) is repealed. 


10. Subsection four of section five of the said Act, as enacted 
by section five of chapter forty of the statutes of 1935, is repealed 
and the following substituted therefor:— 


“(4) The following income shall not be liable to the additional 
rate of tax on investment income, namely:— 


(a) investment income up to fifteen hundred dollars; or 


(bo) investment income equal in amount to the sum of the exemp- 
tions to which the individual is entitled under the provisions 
of paragraphs (c), (d), (e) and (i) of subsection one and 
of subsection two of this section; 


whichever amount is the greater.” 


11. Section five of the said Act is further amended by adding 
thereto the following subsections:— 


“(5) A taxpayer shall not be allowed the exemptions provided in 
paragraphs (c), (e€) and (7) of subsection one of this section unless 
the spouse, child, grandchild, parent, grandparent, brother or sister 
in respect of which the taxpayer claims exemption is resident in 
Canada or any other part of the territory of the British Commonwealth 
of Nations, or in a country contiguous to Canada. 


“(6) A non-resident person who is liable to tax under the pro- 
visions of paragraphs (c), (d) or (e) of subsection one of section 
nine of this Act, or under subsection seven of section twenty-seven 
of this Act shall not be entitled to the exemption provided in paragraph 
(c) of subsection one of this section but shall be entitled to the 
exemption provided in paragraph (d) of subsection one of this sec- 
tion.” 


12. Subsection one of section seven of the said Act is repealed 
and the following substituted therefor :— 
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“7, (1) A taxpayer shall be entitled to deduct from the tax that 
would otherwise be payable by him under this Act, the amount paid for 
corresponding periods under the provisions of Part III of the Special 
War Revenue Act.” 


13. Subsection one of section eight of the said Act is amended 
by adding thereto the following proviso: — 


“Provided that the Minister may in his discretion allow a tax- 
payer to deduct from the sum total of his Income Tax and Excess 
Profits Tax the sum total of the Income Tax and Excess Profits Tax 
paid to Great Britain or to any of its self-governing Dominions or 
Dependencies or to any foreign country if such foreign country in 
imposing taxes in respect of income and excess profits allows a similar 
credit to persons in receipt of profits derived from sources within 
Canada.” 


14. Subsection two of the said section eight of the said Act, as 
enacted by section nine of chapter forty-six of the statutes of 1939 
(First Session), is repealed, and the following substituted therefor:— 


“(2) Such deduction shall not exceed the same proportion of the 
tax otherwise payable under this Act or the sum total of the Income 
Tax and Excess Profits Tax otherwise payable under this Act and 
The Excess Profits Tax Act, 1940, as provided for in the proviso to 
subsection one of this section, as that which the taxpayer’s net profits 
from sources within such country and taxed therein bears to his entire 
net profits from all sources, without taking into account the exemp- 
tions provided by paragraphs (c), (@), (e), (ee) and (i) of subsec- 
tion one of section five of this Act and by subsections two and three of 
the said section five. 


15. Subsection one of section 9B of the said Act, as enacted by 
section eighteen of chapter thirty-four of the statutes of 1940, is 
amended by adding thereto the following proviso:— 


“Provided, however, that no tax hereunder shall be payable if 
no part of the premium is paid by the Canadian debtor to the creditor.” 


16. (1) Subsection two of section 9B of the said Act, as enacted 


by section nine of chapter forty-one of the statutes of 1932-33 and 


as amended by section five of chapter fifty-five of the statutes of 1934, 
by section nine of chapter forty of the statutes of 1935, by sections 
seven and eight of chapter thirty-eight of the statutes of 1936 and by 
section ten of chapter forty-six of the statutes of 1939 (First Session), 
is amended by substituting the word “fifteen’’ for the word “five” in 
the second line thereof. 


(2) Sub-paragraph (ii) of paragraph (e) of subsection two of 
section 9B of the said Act, as enacted by section ten of chapter forty- 
six of the statutes of 1939 (1st session), is amended by adding thereto 
the following:— 


“Provided that in the case of motion picture films one-third of such 
payments shall not be subject to the tax under this section.” 


17. Subsections three, four and nine of section 9B of the said 
Act as enacted by section nine of chapter forty-one of the statutes of 
1932-33, are repealed and the following substituted therefor:— 


“(3) In the case of bearer coupons or warrants, whether repre- 
senting interest or dividends, the taxes imposed by this section shall 
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be collected by the encashing agent or debtor who shall in the case 
of the tax imposed by subsection one of this section, withhold five 
per centum of the obligations, and, in the case of the tax imposed 
by subsection two of this section, withhold fifteen per centum of the 
obligation and remit the same to the Receiver General of Canada, pro- 
vided that any encashing agent so withholding and remitting shall be 
entitled to recover one hundred per centum of the obligation from 
the debtor. 


“(4) In the case of interest or dividends in respect of fully regis- 
tered shares, bonds, debentures, mortgages or any other obligations, 
the taxes imposed by this section shall be collected by the debtor who 
shall in the case of the tax imposed by subsection one of this section, 
withhold five per centum of the obligation, and, in the case of the 
tax imposed by subsection two of this section, withhold fifteen per 
centum of the obligation and remit the same to the Receiver General 
of Canada.” 


“(9) Every agreement for payment of interest, dividends, estate 
or trust income or payments in respect of copyright, copyrighted works 
or rights to the use of works whether copyrighted or not, without 
allowing the deduction or withholding of the tax imposed in sub- 
sections one or two of this section shall be void.” 


18. Notwithstanding anything contained in sections sixteen and 
seventeen of this Act, section 9B of the Income War Taz Act shall have 
effect as if the said sections sixteen and seventeen had not been enacted 
in respect of interest on bonds or other obligations of or guaranteed by 
His Majesty in right of any province and in respect of interest on 
bonds or other obligations provision for the payment of which interest 
is made by His Majesty in right of any province pursuant to a statute. 


19. Subsection four of section eleven of the said Act, as enacted 
by section nineteen of chapter thirty-four of the statutes of 1940, is 
amended by adding thereto the following paragraph:— 


“(c) Income taxable under the provisions of this subsection shall 
be taxed as if such income were the income of a person other 
than a corporation, provided that no deduction shall be allowed 
in respect of the exemptions provided by paragraphs (c), (d), 
(e), (ee) and (i) of subsection one of section five of this Act. 


20. Subsection two of section eighteen of the said Act is re 
pealed and the following substituted therefor:— 


“(2) This section shall not apply to a loan or advance made by 
a corporation in the ordinary course of its business where the lending 
of money is part of the ordinary business of the company.” 


21. Paragraph (0b) of subsection one of section 22a of the said 
Act, as enacted by section twelve of chapter thirty-eight of the statutes 
of 1936, is amended by adding thereto the following subparagraph:— 


“(iii) one-third of the interest (less carrying charges if any) 
received from any other Canadian debtor.” 


22. Subsections one, two and five of section twenty-seven of the 
said Act, as enacted by section twenty-two of chapter thirty-four of 
the statutes of 1940, are repealed and the following substituted there- 
for:— 
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“27. (1) In addition to any other tax imposed by this Act, an 
income tax of fifteen per centum on non-resident persons is imposed, 
without any exemption or deduction, in respect of the gross amount 
of all rents, royalties or similar payments for the use in Canada of 
real or personal property, patents, or for anything used or sold in 
Canada. 


“(2) Every person before making any payment by any means 
whatsoever to or on behalf of a non-resident person on account of 
any real or personal property let, leased or used in Canada, or on 
account of royalties, rentals, or similar payments, for the use in Canada 
of patents or for anything used or sold in Canada, shall deduct from 
the moneys in his hands payable to or to be used on behalf of such 
non-resident person fifteen per centum thereof.” 


“(5) The provisions of this section shall not apply in the case of 
any payment received from Canadian sources for anything used or 
sold in Canada which is subject to the fifteen per centum tax imposed 
under paragraph (e) of subsection two of section nine B of this Act.” 


23. The said section twenty-seven of the said Act is further 
amended by adding thereto the following subsection: — 


“(7) A non-resident person in receipt of rentals from real estate 
let, leased or used in Canada may file an Income Tax Return and pay 
on a net income basis in Canada in respect of the income from such 
real estate. In such case the tax deducted at the source under sub- 
section two of this section from any payment on account of any real 
property let, leased or used in Canada shall be allowed as a credit 
against any tax payable by the non-resident person and any overpay- 
ment by reason of such deduction at the source may be refunded.” 


24. Subsection one of section thirty-three of the said Act is 
repealed and the following substituted therefor:— 


“33. (1) Every person liable to taxation under this Act shall, 
on or before the thirty-first day of March in each year, without any 
notice or demand, and any person whether liable to taxation here- 
under or not, upon receipt of a notice or demand in writing from the 


’ Commissioner of Income Tax or any officer authorized to make such 


demand, deliver to the Minister a return, in such form as the Min- 
ister may prescribe, of his total income during the last preceding 
year; provided, however, that a member of a partnership or the pro- 
prietor of a business whose fiscal period ends after the thirtieth day 
of November shall deliver his return on or before the thirtieth day 
of April.” 


25. Subsection two of section thirty-five of the said Act, as 
enacted by section twenty-five of chapter thirty-four of the statutes of 
1940, is repealed and the following substituted therefor:— 


““(2) Notwithstanding the provisions of section thirty-three of this 
Act, a corporation shall make a return within four months from the 
close of its fiscal period, and the tax shall be computed as if the 
said fiscal period coincided with the calendar year within which the 
said fiscal period ends and the provisions of the Act shall mutatis 
mutandis apply.” 


26. Section forty-eight of the said Act, as enacted by section 
fifteen of chapter thirty-eight of the statutes of 1936, is amended by 
adding thereto the following subsections:— 
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“(2) Any taxpayer, other than a corporation, may pay the tax in 
respect of any taxation year by instalments without interest as pro- 
vided for by subsection one of this section and section forty-nine as 
follows:— 


(i) during each of the last four months of such taxation year 
an amount equal to one-twelfth of the tax as estimated by the 
taxpayer to have been payable in respect of the taxation year 
next preceding the said taxation year first mentioned in this sub- 
section, and 


(ii) during each of the first eight months of the taxation 
year next succeeding the said taxation year first mentioned in this 
subsection an amount equal to one-eighth of the tax as estimated 
by the taxpayer to have been payable in respect of the said taxa- 
tion year first mentioned as aforesaid, after deducting from the 
tax so estimated to have been payable, the sum of the instalments 
paid as provided for in sub-paragraph (i) of this subsection. 


“(3) Any corporation may pay the tax in respect of any fiscal 
period by instalments without interest as provided for by subsection 
one of this section and section forty-nine as follows:— 


(i) during each of the last four months of such fiscal period 
an amount equal to one-twelfth of the tax as estimated by the 
corporation to have been payable in respect of the fiscal period 
next preceding the said fiscal period first mentioned in this sub- 
section, and, 


(ii) during each of the first eight months of the fiscal period 
next succeeding the said fiscal period first mentioned in this sub- 
section an amount equal to one-eighth of the tax estimated by the 
corporation to be payable in respect of the said fiscal period first 
mentioned as aforesaid after deducting from the tax so estimated 
the sum of the instalments paid as provided for in sub-paragraph 
(i) of this subsection. 


“(4) In the case of a taxpayer not liable to pay any income tax 
for the taxation year or fiscal period, as the case may be, next pre- 
ceding the taxation year or fiscal period in respect of which such tax- 
payer desires to pay tax by instalments, the first four instalments 
shall be computed by reference to the income which the taxpayer 
estimates will have been earned or received in the whole of such 
taxation year or fiscal period. 


“(5) If any monthly instalment is not paid within the month in 
which it should have been paid the taxpayer shall lose the benefits of 
subsections two, three and four of this section.” 


27. The schedule of rates at the end of subsection one of section 
eighty-eight of the said Act, as enacted by section eight of chapter 
forty-eight of the statutes of 1938, is repealed and the following sub- 
stituted therefor:— 


“On gifts up to and including $5,000 — T% 
On gifts exceeding 
$ 5,000 but not exceeding $ 10,000 — 8% 
$ 10,000 but not exceeding $ 20,000 — 9% 


$ 20,000 but not exceeding $ 30,000 — 10% 
$ 30,000 but not exceeding $ 40,000 — 11% 
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$ 40,000 but not exceeding $ 50,000 — 12% 
$ 50,000 but not exceeding $ 75,000 — 13% 
$ 75,000 but not exceeding $ 100,000 — 14% 
$ 100,000 but not exceeding $ 150,000 — 15% 
$ 150,000 but not exceeding $ 200,000 — 16% 
$ 200,000 but not exceeding $ 250,000 — 17% 
$ 250,000 but not exceeding $ 300,000 — 18% 
$ 300,000 but not exceeding $ 400,000 — 19% 
$ 400,000 but not exceeding $ 500,000 — 20% 
$ 500,000 but not exceeding $ 600,000 — 219% 
$ 600,000 but not exceeding $ 700,000 — 2204 
$ 700,000 but not exceeding $ 800,000 — 239% 
$ 800,000 but not exceeding $1,000,000 — 21% 
$1,000,000 — 23% 
28. Subsection three of section eighty-eight of the said Act, as 


enacted by section eighteen of chapter thirty-eight of the statutes of 
1936, is repealed and the following substituted therefor:— 


“(3) The tax shall be paid in full to the Receiver General of 
Canada on or before the thirty-first day of March next succeeding the 
year in which the gifts were made; and if not so paid the tax shail 
bear interest at the rate of eight per centum per annum from the 
date payable. 


29. Paragraph (e) of subsection eight of section eighty-eight and 
subsection nine of section eighty-eight of the said Act, as enacted by 
section fourteen of chapter forty of the statutes of 1955, are repealed. 


30. Subsection two of section ninety of the said Act, as enacted 
by section seventeen of chapter forty-six of the statutes of 1939 (First 
Session), is amended by adding thereto the following:— 


“The machinery or equipment referred to herein shall mean only 
such machinery or equipment as is required to be affixed for a 
permanency to the business premises of the taxpayer.” 


31. Subsections one, two, three, five, seven, thirteen and twenty 
of section ninety-one of the said Act, as enacted by section twenty- 
six of chapter thirty-four of the statutes of 1940, are repealed and 
the following are substituted therefor:— 


“91. (1) In addition to any other tax imposed by this Act, 
there shall be levied and paid upon the income of every person 
described in paragraphs (a) to (e), both inclusive, of subsection one 
of section nine of this Act a tax to be known as the National De- 
fence Tax at the rate 


(a) in the case of a married person whose spouse is resident in 
Canada or any other part of the territory of the British Com- 
monwealth of Nations or in a country contiguous to Canada, 
of five per centum if the income exceeds $1,200 per year; 
and in the case of a husband and wife having each a separate 
income, of five per centum if the income of each is in excess 
of $660 per year; 


(b) in the case of a single person, or a married person whose 
spouse is not resident in Canada, or any other part of the 
territory of the British Commonwealth of Nations or in a 
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country contiguous to Canada, of five per centum if the in- 
come exceeds $660 per year and does not exceed $1,200 per 
year; or of seven per centum if the income exceeds $1,200 per 
year; 


(c) in the case of a widow or widower with a son or daughter 
resident in Canada or any other part of the territory of the 
British Commonwealth of Nations or in a country contiguous 
to Canada, and under twenty-one years of age who is wholly 
dependent upon such parent for support, or with a son or 
daughter similarly resident and twenty-one years of age or 
over likewise so dependent on account of mental or physical 
infirmity, of five per centum if the income exceeds $1,200 per 
year; 


(d) in the case of an individual who maintains a self-contained 
domestic establishment and who actually supports therein a 
person wholly dependent upon him and connected with him 
by blood relationship, marriage or adoption, of five per cen- 
tum if the income exceeds $1,200 per year; 


(e€) in the case of a minister or clergyman in charge of a diocese, 
congregation or parish, whose duties require him to main- 
tain, at his own and sole expense, a self-contained domestic 
establishment, and who employs therein on full time a house- 
keeper or servant, of five per centum if the income exceeds 
$1,200 per year; 


(f) in the case of income taxable as provided by subsections two 
and four of section eleven of this Act, of seven per centum; 


Provided that there shall be allowed a tax credit of four dollars for 
the year 1940, fourteen dollars for the year 1941 and twenty dollars 
for the year 1942 and each year thereafter for each of the following 
persons resident in Canada or any other part of the territory of the 
British Commonwealth of Nations or in a country contiguous to Can- 
ada and wholly dependent upon the taxpayer: 


(i) a child, grandchild, brother or sister of the taxpayer under 
twenty-one years of age or if twenty-one years of age or over 
wholly dependent on account of mental or physical infirmity; 


(ii) a parent or grandparent of a taxpayer wholly dependent 
on account of mental or physical infirmity; 


(iii) a child maintained by the taxpayer in Canada under a 
co-operative scheme sponsored by the Governments of the United 
Kingdom and of Canada or any of the provinces of Canada for 
children brought from the United Kingdom under a Government 
plan, 


except one such dependent on whose account the taxpayer is entitled 
to have the tax calculated as provided in paragraphs (c) or (d) of 
this subsection. 


“(2) If the tax exigible under the provisions of this section shall 
cause the income of a single person or a husband or wife to be reduced 
below the amount of $660, or in the case of those persons referred 
to in paragraphs (a), (c), (d) and (e) of subsection one of this 
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section (except a husband or wife where each have an income in 
excess of $660) below $1,200, then to the extent that it would so 
reduce the income of the taxpayer such tax shall not be payable. 


“(3) Taxes imposed by this section which have not been deducted 
at the source, shall be increased by the following amounts which 
shall be imposed and collected with the tax: 


If the tax is $25.00 but not more than $100.00, by $1.00. 


If the tax is more than $100.00, by three per centum of the tax 
payable.” 


“(5) Every employer at the time of payment of earnings to an 
employee shall deduct and collect the tax imposed on the employee 
under this section in respect of the earnings of the employee paid 
on or after the first day of July, one thousand nine hundred and 
forty-one, if the amount paid (including personal and living expenses 
or the value of subsistence, if any, furnished to the employee as 
valued by the employer), daily, weekly, monthly or for such other 
period, is such that if continued for twelve months would cause the 
annual earnings of the employee to be in excess of the relevant amount 
mentioned in subsection one of this section.” 


“(7) Any person paying interest on bonds, debentures or other 
like obligations, or dividends in respect of shares of stock, irrespective 
of the amount, to persons registered as the holders of bonds, deben- 
tures or like obligations or shares shall deduct and collect an amount 
of five per centum from each and every such payment made to residents 
of Canada on or after the first day of July, one thousand nine hun- 
dred and forty-one.” 


“(13) Every person liable to taxation under this section whose 
tax hereunder has not been fully paid by deduction at the source, 
shall, on or before the thirty-first day of March in each year, without 
any notice or demand, deliver to the Minister a return, in such form 
as the Minister may prescribe, of his total income during the last 
preceding year and shall pay any tax due at such times and in such 
manner as in this Act provided.” 


“(20) Income (except salary or other fixed payments referred to 
in subsection sixteen hereof) shall for the purposes of this section be 
subject to the deductions provided by paragraphs (@), (0b), (7), (Kk), 
(1) and (0) of subsection one of section five and to the provisions of 
section six of this Act.” 


32. Sections one, two, four, five, six, seven, nine, ten, eleven, 
twelve, seventeen, nineteen, twenty, twenty-one, twenty-four, twenty- 
five and twenty-six of this Act shall be applicable to income of the 
1941 taxation period and fiscal periods ending therein and of all sub- 
sequent periods. 


33. Section three of this Act shall be applicable to income of 
the 1941 taxation period and fiscal periods ending therein and of all 
subsequent periods: Provided that in the case of a fiscal period ending 
in the year 1941 prior to the thirty-first day of December, the rate of 
twenty-two and one-half per centum as provided for in the said section 
three shall apply to that proportion of the income of such fiscal period 
which the number of days of the said fiscal period in the year 1941 
bears to the total number of days of such fiscal period and the previous 
rate of nine per centum shall apply to the balance. 
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34. Sections thirteen and fourteen of this Act shall be applicable 
to income of the 1940 taxation period and of fiscal periods ending 
therein and of all subsequent periods. 


35. Sections fifteen, sixteen, twenty-two and twenty-three of this 
Act shall be deemed to have come into force on the thirtieth day of 
April, 1941, and shall be applicable to all payments on or after the 
said date. 


36. Sections twenty-seven, twenty-eight and twenty-nine of this 
Act shall be deemed to have come into force on the thirtieth day of 
April, 1941, and shall be applicable to gifts made on or subsequent 
to the said date: Provided, however, that after apportionment of the 
exemptions between gifts prior to and on or subsequent to the thir- 
tieth day of April, 1941, the ascertained rate of tax on the aggregate 
of the gifts shall be applied on the basis of the rates in force prior 
to the thirtieth day of April, 1941, in respect of gifts made prior 
thereto and the rates provided in section twenty-seven of this Act 
ascertained by the same aggregate shall be applied to gifts made on 
or subsequent to the thirtieth day of April, 1941. 


37. It is hereby declared and enacted that the provisions of 
subsection two of section ninety of the Income War Taz Act shall be 
read and construed as if the amendment enacted by section thirty of 
this Act had been contained in the said Income War Taz Act since 
the third day of June, 1939. 

38. Section thirty-one of this Act shall be deemed to have come 
into force on the first day of July, 1941, and shall be applicable to all 
payments on or after the said date: Provided, however, that the rate 
of National Defence Tax applicable to the total income of any tax- 
payer for the year 1941 shall be three and one-half per centum wherever 
five per centum is mentioned, and five per centum wherever seven per 
centum is mentioned in subsection one of section ninety-one as en- 
acted by section thirty-one of this Act. 


(c) Special War Revenue Act 
A number of amendments made to this Act at the 1940- 
41 session increased present rates of taxes on certain 
commodities and services and provided for some new taxes. 
A copy of the statute may be obtained from the King’s 
Printer, Ottawa. 
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PROVINCES VACATING PERSONAL INCOME 
AND CORPORATION TAX FIELDS 


According to a statement made by Hon. Mr. Ilsley, the 
Minister of Finance, in the House of Commons on 11th 
June, the provinces of Nova Scotia, Prince Edward Island, 
New Brunswick, Manitoba, Saskatchewan and British Col- 
umbia have indicated their intention of accepting the pro- 
posal of the Dominion government to the provinces to 
vacate the personal income and corporation tax fields for 
the duration of the war. 

In the supplementary estimates of 1941-42 provision 
has been made for special grants to the provinces for re- 
imbursing them for this loss of revenue, and when tabling 
these estimates in the House on 10th June Mr. Ilsley gave 
some particulars of the arrangements in this connection. 
“It is estimated,” he said, “that if all provinces accept the 
proposal, the annual payments to them in accordance with 
the formula which I described in the budget speech will 
amount to approximately $80,000,000. It was never antici- 
pated that the payments to be made by the Dominion in 
the current fiscal year would be as much as this because 
of the lag or interval which will occur before existing pro- 
vincial tax revenues stop coming in. Our original thought 
was that the Dominion’s payments to the provinces might 
begin towards the end of the present calendar year, but 
after discussing the matter with the representatives of a 
number of the provinces who have been in Ottawa, we 
reached the conclusion that a more accurate and uniform 
procedure would be necessary. Accordingly the intention is 
to date the arrangements with the provinces from the be- 
ginning of their present fiscal years. The Dominion will 
deduct from the amounts which would otherwise be paid to 
them the taxes which the provinces and their municipalities 
collect after the beginning of the provinces’ present fiscal 
years which apply to incomes of the year 1940 or prior 
years, or which are based upon the taxpayers’ operations 
or status in the year 1940 or prior years. Without a pro- 
vision of this sort the provinces would receive in their 1941- 
42 fiscal year payments from the Dominion equivalent to 
their previous year’s tax collections, and in addition they 
would collect a substantial amount of taxes which they 
themselves levied on incomes of 1940 and prior years. 


JULY, 1941. 51 


‘80995 





THE CANADIAN CHARTERED ACCOUNTANT 


“The amount which will be withheld by the Dominion 
under the proposed procedure will be paid over to the prov- 
inces in the year following the termination of the agreement 
and will provide funds for provincial requirements during 
the interval which will occur before new provincial tax 
revenues begin to come in.” 


ECONOMIC NOTES 
Threats to the Canadian Price Structure 


Editor’s Note: This is the third in a series of notes on economic 
subjects by Lawrence B. Jack, M.A., Montreal. 
As COMPARED with experiences of other belligerent 

nations, Canadians can congratulate themselves on hav- 
ing had a highly efficient set of price controls. The cost of 
living has not yet risen by as much as 8% and prices of 
raw materials needed for war purposes have remained even 
more stable than in peacetime. This is the result of no 
happy accident, nor yet of governmental strong-arm meth- 
ods, but has been achieved by strict vigilance plus a ready 
response from a patriotic public and body of business men. 
The Wartime Prices and Control Board has used the meth- 
ods of persuasion and explanation of its actions in individual 
cases of difficulty rather than setting up rule-of-thumb 
methods intended to cover all possibilities. This has worked 
extraordinarily well and it has been greatly assisted by the 
public consciousness that uncontrolled inflation would be 
ruinous and that the conditions of sharply rising prices 
which held good in the last war must be avoided at all cost 
in this. Apart from its techniques of operation Canadian 
price controllers have worked on the sound theory that 
there will be a minimum urge towards raising prices if sup- 
plies remain ample and until recently they have been secure 
in the knowledge that we could usually rely on the United 
States as a source of supply, if it came to a pinch, with re- 
gard to most commodities. 

Since our system of policing prices has worked so well 
up to the present, any threat to its smooth operation would 
create enormous difficulties for the efficient development of 
Canada’s war effort. As matters stand now any such de- 
velopment is bound to come from forces operating abroad 
which will so raise costs of vital materials that as a result 
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the Canadian price structure will be automatically raised. 
Thus, the shortage of shipping with its attendant increase 
in freight and insurance rates directly raises costs of im- 
ported goods. (It is this development that has in great 
measure caused the rise of more than 50% in British whole- 
sale prices to date.) The only remedy would be a relaxa- 
tion of shipping difficulties, which seems unlikely in the near 
future, or a government subsidy which would absorb the 
price increase and so enable consumers to buy goods at their 
former price levels. The latter is now a distinct possibility 
in the case of Canadian sugar imports, and the method may 
well become more widespread; in Great Britain, for in- 
stance, it has been necessary to extend it to the bulk of the 
necessities of life. There are limits to this type of price 
control, however, and at best it is only a stop-gap. 

A much more serious threat to the Canadian price struc- 
ture lies in the possibility of a widespread inflationary price 
rise in the United States. We are so dependent on that 
country for materials vital to our war effort that no degree 
of restriction on imports of “‘non-essentials” would serve 
to insulate our economy from American developments. And 
there have been indications that American prices may get 
out of hand in the not too distant future. Wages are con- 
stantly being increased, heavy inventory buying and specu- 
lation is widespread and there is still a potentially danger- 
ous inflationary content in the huge accumulation of excess 
reserves in the banking system. Certainly business fore- 
‘asters continually revise their estimates of future price 
increases in an upward direction. Therefore, the ability or 
inability of American price control authorities to operate 
efficiently will have profound effects on the Canadian eco- 
nomic system. 

As is the case with Canadian price control agencies, the 
Office of Price Administration and Civilian Supply in Wash- 
ington operates chiefly on the assumption that prices will 
be relatively stable if abundant supplies are assured.  In- 
dividual price rises, however, are discouraged or prohibited 
if they seem to be out of line, but no element of over-all 
price fixing is at present contemplated any more than it 
is in Canada. This contrasts sharply with the considered 
views of Bernard Baruch, who was controller of American 
industry in the last war, and who feels very definitely that 
many of the lessons learned then are directly applicable 
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now. For him, price control is only one feature of achieving 
a maximum war effort and his plan, as outlined in a recent 
“Harvard Business Review” article, envisages a far greater 
degree of governmental control over business than is now in 
force either in Canada or the United States. The keystone 
of control, as he sees it, is to set a ceiling on all prices so 
that only fluctuations below this level would be possible. 


It may be that this type of planning can be achieved 
in the United States some time in the future, but at present 
there is little likelihood that it will be. The President has 
had considerable success in the past by experimenting with 
different forms of organization and he is obviously con- 
vinced that the same technique will prove useful now. Un- 
fortunately, however, events in wartime refuse to wait 
upon the experimental method, with the result that much 
damage may have been done before full controls are put 
into force. It is not likely, moreover, that the price con- 
trol organizations of both countries will be very closely 
coordinated as was suggested recently in the press. There 
will, of course, be continued co-operation with respect to 
control of individual commodities so that their prices will 
not get out of line in either country. This has already 
been done with regard to hides and the technique can be 
duplicated as often as necessary with regard to other items. 


The danger still remains, however, that American prices 
will move sharply upward because their control system will 
not be able to operate as efficiently as it should. In that 
case, even if Canada resorted to controls as drastic as those 
demanded by Baruch, the best that could be achieved would 
be a time lag between Canadian and American price in- 
creases. Thus, although Canada has shown that her pres- 
ent system of price controls can work efficiently when the 
American economy is relatively quiescent, the best we will 
be able to do if it ever gets out of hand will be to follow 
along, hoping to achieve a minimum of dislocation at best. 
For that reason developments in the field of prices in the 
United States are of vital importance to Canada, and na- 
turally this includes changes in wages, taxation and mon- 
etary controls as well as in the actual quotations of com- 
modities themselves. 

L. B. Jack. 
Montreal, 
17th June 1941. 
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GENERAL NOTES 


Our Contributors This Month 

Wituiam ALuison McKacuer is a graduate of the Uni- 
versity of Toronto and has for some years been a contribu- 
tor of articles on economic subjects to newspapers and 
economic journals. 

LAWRENCE B. JAcK and DoNALp RANp Patron have con- 
tributed previously to these pages, and particular reference 
was made to them in our May issue. 


Passport Applications 

Of interest to members of the profession is the inclusion 
of the “Chartered Accountant” now for the first time in 
the list of persons who may vouch to the declarations made 
by applicants for passports. 

We understand that it is not usual to charge a fee for 
this service which should be made only on behalf of ap- 
plicants who have been known personally to the voucher 
for at least two years. 


Succession Duties 


An Act to authorize the levying of duties in respect of 
successions was passed at the recent session of the Do- 
minion parliament and was assented to 14th June 1941. A 
copy of the Act may be obtained from the King’s Printer, 
Ottawa. 


Dominion Tax Acts 

Some of our members may be wondering why it is neces- 
sary to publish in Ture CANADIAN CHARTERED ACCOUNTANT the 
text of the amendments of The Excess Profits Tax Act and 
the Income War Tax Act when they have already received 
from the Secretary-Treasurer’s office a copy of the amend- 
ments. 

Every annual session of the Dominion parliament brings 
with it extensive amendments of these two tax statutes. In 
not a few instances such amendments repeal or revise some 
of the provisions passed in the previous year. Since the 
tax statutes issued from time to time by the King’s Printer 
as “office consolidations” or passed at intervals by Parlia- 
ment as “revised statutes” do not give the text of all amend- 
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ments but only the provisions in effect at that moment, the 
editorial committee some years ago decided to publish the 
annual amendments in full for a permanent record. 


Table of Exchange Rates 
(Kindly supplied by The Canadian Bank of Commerce, Toronto) 


3ist May 14th June 
1941 1941 

a ee 10-11% P. 10-11% P. 
se eh ie ali aaa g 443-447 443-447 
Australian Pounds .......... 35814 35814 
New Zealand Pounds ........ 360 360 
South African Pounds ....... 443 443 
British West Indian—Dollars. 9270 9270 
TE 3352 3352 
Hongkong—Dollars ......... 2707 2715 
Straits Settlements—Dollars. . 5251 5251 
*Finland—Finmarks ........ 199 199 
Sweden—Kronor ........... 2637 2637 
Switzerland—Francs ........ 2566 2566 


*Inland or blocked finmarks—Free finmarks 2.26c. 


There are no quotations for Italy (lire) or for the following 
countries under the control of Germany: Belgium (belgas), Denmark 
(kroner), France (francs), Holland (florins), and Norway (kroner). 


Note: The above quotations are expressed as follows: Pound cur 
rencies—Canadian cents per unit; Continental currencies and sundry 
British Empire—Canadian cents per 100 units. 


PROVINCIAL NEWS 


MANITOBA 


The Council of The Institute of Chartered Accountants 
of Manitoba has, on recommendation of the Committee on 
Students’ Studies, awarded the following scholarships to 
students attending the classes for the session 1940-41. 
First year classes in English, Mathematics and Accounting, 
$20.00 each to Alexander Burns, Allan Edmiston Irvine and 
William Steward Neal; Second year classes in Accounting 
and Auditing, $50.00 to William Marriott Douglas; Fourth 
year class in Accounting and Auditing, William Hamilton 
Gray, B.Com., B.A. 
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The Late Harry Stuart Merson 


The Institute of Chartered Accountants of On- 
tario announces with deep regret the death of Harry 
Stuart Merson at Toronto on 1st June 1941. 


The late Mr. Merson passed his Final examina- 
tion and was elected to membership on 25th June 
1920. For a number of years he was a member of 
the staff of the Toronto office of Peat, Marwick, 
Mitchell & Company. Later he was associated with 
Warwick Bros. & Rutter. Last year Mr. Merson 
joined the staff of the Foreign Exchange Control 
Board in Toronto. 


To his widow and two sons the Council and mem- 
bers of the Institute extend sincere sympathy in 
their bereavement. 


The Late Edward Rogers Wood 


The Institute of Chartered Accountants of On- 
tario regrets to announce the death at Toronto of 
Edward Rogers Wood on 16th June 1941 in his 76th 
year. The late Mr. Wood had been a member for 
over fifty-three years, his election to membership 
dating from 26th January 1888, and was the oldest 
member of the Institute. 


During his business career he was prominently 
associated with The National Trust Company, Lim- 
ited, Dominion Securities Corporation Limited, and 
numerous other financial institutions and commer- 
cial organizations. Mr. Wood was regarded as one 
of the outstanding financiers of his time. His con- 
tribution to the national economy of the Dominion 
and his many philanthropies were well known. 


To his widow and daughter the Institute offers 
sincere sympathy in their bereavement, 
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OBITUARIES—( Continued) 


The Late William Simms Lee 


It is with regret that we record this month the 
death at Halifax on 1st June of William Simms Lee, 
F.C.A., a charter member of the Institute of Chart- 
ered Accountants of Nova Scotia (1900) and of The 
Dominion Association of Chartered Accountants 
when it was incorporated by the Parliament of 
Canada on 15th May 1902. 

The late Mr. Lee had reached the age of eighty- 
five years and had been active in the practice of his 
profession right up to the date of his death. He 
qualified as a public accountant in Great Britain, 
came to Canada in 1896, and made Halifax his home 
city. 

Mr. Lee had led a simple and dignified existence 
characterized by administering St. Andrews, the 
country church which he built over twenty years 
ago and which he serviced ever since as an ordained 
Lay Reader. His only living relative is a son, Rev. 
A. W. Simms Lee of Tientsin, to whom the profes- 
sion in Canada extends sympathy in his bereave- 
ment. 


PERSONALS 


Cooper Brothers & Co., chartered accountants of Lon- 
don, England, announce that their Canadian office is now 
located at Barclay’s Bank (Canada) Building, 214 St. James 
Street West, Montreal. 

Norman E. Fletcher and Joseph A. Weldon, members 
of The Society of Chartered Accountants of the Province 
of Quebec, announce that they have entered into partner- 
ship under the firm name of Fletcher, Weldon & Co., chart- 
ered accountants, for the practice of their profession at 231 
St. James Street West, Montreal. 

H. J. Morden, chartered accountant, announces that the 
partnership heretofore carried on in Winnipeg under the 
name of Oscar Hudson & Company as chartered accountants 
has been dissolved by mutual agreement and the practice 
will be carried on under his own name at the same address, 
231 Curry Building, Winnipeg. 
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STUDENTS’ DEPARTMENT 


R. G. H. SMAILS, C.A., Editor 


NOTES AND COMMENT 


It is a rule of law that impossibility of performance does 
not excuse a promisor whose promise is positive and abso- 
lute, not subject to any condition express or implied. There 
is however nothing to prevent a contracting party from 
framing his offer subject to express conditions which would 
relieve him of the obligation to perform if certain stipulated 
circumstances occurred. Moreover in certain well defined 
classes of cases the courts can and will infer from the 
nature of the contract and the surrounding circumstances 
that a condition which was not expressed was a foundation 
on which the parties contracted. Failure of that condition 
will discharge the contract. 


In commercial contracts this doctrine of the implied 
term is commonly known as the doctrine of “the frustra- 
tion of the adventure” and is applicable when “supervening 
events have ‘frustrated’ the object of both parties by so 
changing the circumstances in which a promise falls to be 
performed that to hold the promisor to it would be to hold 
him to something which, though it may not be impossible, 
is something different from that which he originally prom- 
ised to do.” (Anson’s Law of Contract, 18th Edition, p. 
357). The war of 1914 gave rise to a crop of ‘frustration’ 
cases of which Metropolitan Water Board vy. Dick Kerr and Co. 
(1918 A.C. 119) is one of the best known. In that case the 
defendant company had contracted shortly before the out- 
break of war to build a reservoir to be completed in six 
years. Some time after the outbreak of war the Ministry 
of Munitions ordered the company to cease work on the pro- 
ject and commandeered the whole of its plant. After the 
war ended the Water Board sought to compel Dick Kerr 
& Co. to resume and complete the contract. It was held by 
the House of Lords that the contract resumed would be 
a different contract from that which was interrupted and 
that in fact the original contract had been discharged. 

The crop of such cases produced by the war of 1914 
seems likely to be dwarfed by the crop resulting from the 
present conflict with its much greater impact upon all as- 
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pects of civilian life. Already a large amount of litigation 
has taken place and one question which has been provision- 
ally settled is whether, when an industrial plant is destroyed 
by air attack, the owner is liable to his employees for wages 
in lieu of notice. That question has been answered by an 
inferior court in the affirmative, the judge finding that 
there was no frustration. But the question is bound to 
recur and will probably be appealed to the House of Lords. 
The judiciary law in the matter cannot be regarded as final- 
ly established—and it is possible that when it has been 
established it will be modified by a statutory rule. 


* * * 


Some of our readers may have noticed that we have pub- 
lished very little in recent months on Students’ Associa- 
tion Activities. We know that these activities have not 
ceased but we cannot tell about them unless we ourselves 
are kept informed by the secretaries of the several student 
bodies, or by members specially designated as correspond- 
ents. This note is an appeal to committee members to take 
the matter up at their next executive meeting and make 
arrangements for regular reports for publication. The Stu- 
dents’ Department cannot achieve its object unless students 
themselves share in its work. 

* * * 


STUDENT ASSOCIATION NOTES 

ONTARIO 

We are now able to publish a list of members who have 
enlisted for active service. 

Royal Canadian Navy Volunteer Reserve: P. T. Barnes, 
J. B. Fotheringham, Robert Irvine, F. J. Lovett, M. S. Mills 
and A. G. Watson. 

Royal Canadian Air Force: H. R. Dow, T. E. Dunlop, H. 
S. Glassco, J. R. Hammond, S. W. Jamieson, J. F. Knight, 
Harold C. Mason, E. G. More, A. P. McDiarmid, P. G. Mc- 
Hardy, J. S. McKeown, Geo. K. Smallwood, and A. D. 
Thompson. 

Royal Canadian Artillery: T. D. Joslin. 

Militia Training Centre, North Bay: J. F. Moeser. 

Military Headquarters No. 2 Small Arms Division: W. H. 
S. Pote. 

Lorne Scots: J. M. Read. 
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We are very proud of the facts that J. S. McKeown and 
Stuart Hepburn headed their classes in the Royal Canadian 
Air Force; and that J. S. McKeown was also the man who 
brought his plane down with another plane on top of it, a 
feat which has never been accomplished before with so 
little damage to both planes, 


QUEBEC 


The annual meeting of the Chartered Accountant Stu- 
dents’ Society of the Province of Quebec was held on Friday, 
15th June, and the following officers and committee were 
elected: honorary presidents, H. G. Norman, C.A., and T. V. 
Burke, C.A.; president, H. B. Savage, C.A.; vice-president, 
John F. Lewis, C.A.; secretary, John P. Weir; treasurer, 
Andre G. Leroux, C.A.; committee, Ian Craig, A. Leman, 
V. Houghton, J. C. Newland, C.A., J. L. Hutchison, C.A., 
S. J. Rutherford, Allan W. King, D. Watson, W. Wentworth, 
plus two representatives of the senior Council. 

The retiring President reported a successful year in 
which considerable assistance was rendered to student mem- 
bers by way of test examinations, special lectures, ques- 
tionnaires, etc. The matter of establishing uniform tuition 
throughout Canada was considered during the year with the 
recommendation that the idea be developed further in the 
future. 

It was reported that seventy-two student members are 
on active service. The hope was expressed that Observer 


‘R.E.V. Anderson, reported missing over Germany, is safe 


and well. The athletic activities of Jesse Baldwin, young 
chartered accountant and Flying Officer, were recalled and 
a minute of silence was observed in his memory. F/O 
Baldwin died on 16th April 1941 as a result of burns re- 
ceived in a fire at Dunnville, Ontario. 

Following the meeting a Field Day was held at the 
Mount Royal Golf Club where not only golf but baseball 
and horseshoes were played. Dinner was held at 7.30. The 
winners of the golf prizes were: 

W. E. Dunton Trophy for the best student— 

RR IEE, chien Ghose wae eases 69 
Low Net—Norman Verity ................ 69 
2nd Low Net—Frank Knowles and Ramsey 
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2nd Low Gross — Bruce Adair and Alex 
i ata a i a tt ead ck 86 
High Gross—Pierce Gould ................ 160 
High Hole—Garry Gould .......... (15 on 16th) 
Hidden Holes — Guy Bernard and Paul 
RN et hr a ee Cee oaks 3 on 7th 


In the horseshoe pitching contest there was much good 
hurling in an effort to win the much coveted prize. The 
winners were Ramsey Fraser and Bill Johnson. 

A baseball game was held between registered students 
and chartered accountants in which the C.A.’s won 4-3. 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by practising 
members of the several provincial Institutes and represent the personal 
views and opinions of those members. They are designed not as models 
for submission to the examiner but rather as such discussion and 
explanation of the problem as will make its study of benefit to the 
student. Discussion of solutions presented is cordially invited. 


PROBLEM I 


THE: PROVINCIAL INSTITUTES OF CHARTERED 
ACCOUNTANTS 


INTERMEDIATE EXAMINATION, 1940 


ACCOUNTING II 
Question 1 (25 marks) 

In connection with the partnership of A, B, and C, you are required 
to prepare a statement of distribution of the partnership assets based 
on the information given below. 

A balance sheet of the firm drawn up as at 3lst December 1939 
disclosed the following position: 


Assets: 
Pe eee hens Sere se Liisa els ais bos es Ow $ 20,000 
Non-cash: 
Ean (oA: (iree Of IMGSTOSE)) ox oicis cs sieecccccccse 5,000 
NN ME SS SG tn nein Se eie ee aS ea S a eae 9,750 
DAUMERIONED ut hi acc cies ease wb kiss SRS sieele as > 150,250 
$185,000 
Liabilities: 
NINES SRINIINNNR Eo tee iw aimee aieawle wants Wb $ 10,000 
RRS nk ON TED oii sc os nie iene cies eeesawsas 20,000 
Cipen Gay TS TES OE TREOTOEE) ion oie os ec ncec ccc ciscds 30,000 
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Partners’ capitals: 








ie RIS ES Cates BSE Rane Rae Osea $25,000 
Bie thc 2s Wi dts Mehran ralpi da bare areh esas Bae 40,000 
isos ci ecan Abate adMeamse eee ote 60,000 
—-— 125,000 
$185,000 
Profits and losses are shared: 
Myint ssa sus oe ais sp ate Ne Raed oe S88 t 
BUR d nbn thw eiadinsier eee pees $ 
See Nets ar oeeane sae’ ne dee emai gees 2 


On 31st December 1939 the partners decided to discontinue business 
and wind up the affairs of the partnership. For this purpose X was 
appointed trustee. 


The transactions enumerated below, which are related in chrono- 


logical 


(1) 
(2) 


(3) 


(4) 


(5) 
(6) 


order, took place: 


Trade creditors were paid the full amount of their claims. 

All miscellaneous non-cash assets, other than real estate, were 
sold and realized $30,000. 

Cash to the total amount of $36,000 was distributed among the 
partners, the mortgage being allowed to remain undischarged 
for the time being. In computing the possible loss to the 
partnership in connection with the unrealized assets you are to 
assume that the value of the real estate is known to be at least 
equal to the amount of the mortgage. Only partner C was 
possessed of private means. 

C agreed to take over the real estate at its book value of 
$65,250 and to assume the liability on the mortgage. In order 
to secure, to some degree, the interests of his partners, C was 
required to pay to the trustee from his private funds the sum 
of $30,000. 

Bonds, which had been purchased at 97%4, were sold at 102 
plus interest accrued at 5% per annum for three months. 
After making provision for a contingent liability of $10,000 
and after allowing for the trustee’s fee of $500, the funds were 
divided among the partners. 


JULY, 1941. 63 








THE CANADIAN CHARTERED ACCOUNTANT 


as alia aca fegak 












































— | an meaceeddeliaaateta, saan —_— ae aR tae ome Re A NR RTE aac abanaiiaaliamesesd mee. Ci ea —— 
‘so1vq# [enbe jo sIs¥vq e943 uo oq P[NOM BoOLINqIIS~P 243 estmiaqio—poiidde ejdroursd Apsanpy *a@ 1429ULDDe@ 
0zs‘sI$ 089‘zzs _— 000°98$ _ Pee ane er uonNnqiysIp ysvo Jo JusUUOTIOddy 
608‘FI 002'S2 = 
002°T — a 000° + re eye eee erga bie WOYep 8,yY JO UOISIAICs 
000°9T 000°92 000° — 000°0F 
000° — 000‘%2— 000°TI— 000°ss— 00002 eben os tee adBSpIOU SsxT 
Pon eae 8s eres et etesis 3}988B YSBI-UON :S8SO] a[qQISSOd jo UOISIAIG 
000‘8s$ 000‘8r$ 000'6 $ 000°S6$ ha ei hla ‘t+ (Suuol Sulpnjoul) sysedezu! Si9upeT 
3 a Vv Te30L 
UOI}NIA4ysSIp YSBVd 4Ysiy jo uorzeyndw0g 
000°r $ 000°F $ 000°% $ COURTS eS ere ss AY[GBl] JUasurQUOD JOF 
aprAaoid 0} 9938n1}3 Aq peuleyel yYseD 
09r‘g — 080‘rI— at0°h == 0s8’L — ence wth eee ‘*** UOIBNGII4sSIP yse2 puossg 
000° — 000'S— [ey1dvo 0} paitajsuBi}, UBO] 8,10Uz,IBg 
a = ot = = TSN EERE R * gaF S,aajsn1} Jo yuowAeg 
099°6 0€2‘8T SIL‘bT S2ebr 
oss + os + st + 0gL'6— Rae ee ey ak ae RES 00°S2I$ 
ysoraqur snjd ZOOL 38 spuog jo aBsg 
08r'6 000‘re 
000'0g + 000‘0¢ + EN, PME ONT a ‘9 &q juawseg 
0Lg‘0z— 0SL‘6 
0S2‘sh— 000‘02— O0NRier- © eaversetrs ‘9 Aq eBBSzI0WI jo u0y 
-duinss’ pue 94vjs09 [var jo UuOoIzyISINDOy 
08962 0z8‘L 000‘F 
0z8‘8I— 089°Zz$ DORR AEC e ee He UOINIIzSIP YysVd 38117 
00088 000‘8T 000‘FT 000°SL 000‘06 
000°%2— 000°%2 — 000‘TI— 000°s8— eao0gt tee 00°000‘S9$ sso] jo uoIs 
-IAIP puv SjzassB snoauB[edsIuU JO a[Bg 
000°0T 
000‘0I— 000‘0I— CA RSMS'8 SIOJIPIID epei}, Of JUsWIABT 
000‘09$ 000‘0F$ 000°Sz$ 000‘08$ 000‘07$ 000‘0r$ 000°S$ 000‘09T$ 000'02$ ** 6661 Jequissed 4STE 78 sB saouLleY 
9 a Vv a Vv 
sjeyidey si19uzIeEg UBOT S19UuzRIeEg 3383,10 S10}1IPIID uvoy 
apely §,19uzIVg yseg-u0on yse9 WALI 
SLUSSV 
‘> pue g ‘vy jo 190}3eWI 944 UT 
UOIINIIysIq JO JUEWaZBIg s,ee}snIJ, 


NOILNTOS 








RR Ly Pee 


a ne oe ee, 
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PROBLEM II 





THE PROVINCIAL INSTITUTES OF CHARTERED 


ACCOUNTANTS 
FINAL EXAMINATION, 1940 


ACCOUNTING IV 
Question 3 (20 marks) 


The following was the general ledger trial balance of the Atlantic 


Hardware Company Limited as at 3lst December 1939: 


Ne garner a. ele aNd gies ees RAGS s DARE AwONeE $ 102,500 
a iersswe se ca hase eee ARENA NetlNeew Gawewws 
Cash discounts on purchases ..........cceccceee 
Interest ON NOtSS TECOIVADIC ...4 06 cee. cccsee ness 
Pe ee | i 75,000 
Pee SONS oe wees owe acme ecinae s 5,000 
Capital stock, 2,000 shares of $100 each ........ 
I SMa ord ergs tis Saleen EO OE OW edi s Sek HA WO SN TOH 25,000 
MEE ot SNS ig raf os ova Sahara bese Slo G ow Besos ws Slee 100,000 
COM, sls Gass Sess e eee He eure yeces kaa Oe 25,000 
ITN 25.5 icra. 5 e-aisa bate are Sus wee 6S he wie ew ener 5,000 
SEMEN Sout OS 6 Reece db ka Glee wuatwia osrare oe arwse dew 1,000 
6 WG OS He SASS Sd Nase deENSu OS EES 2,500 
PONE Vig areg cau copia ta vate 6 0 Sie Na WO A Cae aw 4 HRS aL He 450,000 
CBRE GIBCOUMIS OM BAIGS o.biciic i cas osics veces sws 10,000 
Wages, warehouse employees ................4-- 12,500 
Salaries, management and office ................ 7,500 
RUMEIN, APCS OPIOID 6 bk ba dceeeewesceneees 2,500 
ND cialis 5:6 a Sa RSS ae Re WaW oa 40-8 2,000 
Merchandise on hand, 1st January 1939 ........ 151,500 
Stationery and office supplies on hand, list Janu- 

SURI Sos sy ne nig Gb Sac 5 Ness bine Bae ASCE 1,000 
Stationery and office supplies .................. 1,500 
I cog aig ies ota 5-1-5 VG. ad OS EERE OOS 25,000 
oe ee ere er a 10,000 
Salesmen’s commissions ...............0+2ee0ee 5,500 
SORGPORE (OM TIOUOS: PAGRINC oo sccesccsccsseees 4,000 
DIVIGERG ON CAPIAl BOCK ... 6. 26k ce cice cee es 6,000 
US RNIN reo ais vias Gerda sly Sacaie ke ¥ bie 6 awraeinieis 
PAS, SN oo 9 ois ccd Wik G9 w eided arena es wislare wee 
Land, not used in the business .................. 75,000 
Investment in Pacific Hotel Company Limited (at 

GD a Obs sibs eee cs tinesis vec see ae was odie 25,000 
Sprinkler system (at face of contract) ......... 5,000 
Liability on sprinkler system .................. 
Surplus as at lst January 1939 ................. 
Reserves for depreciation: 

DEE aio wis ce SawGt- pae sda sea eeesn 

NINN acc ig chs ra hod ip AG ER IS, Blah 495 ota 

IE IONS © 5.5 ooh bs ShG a Oe SSR Wess Kee eS 


$ 575,000 
10,000 
500 


200,000 


103,000 
75,000 


4,000 
145,500 


10,000 
10,000 
2,000 


$1,135,000 
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(a) 


(b) 


(c) 


(d) 
(e) 


(f) 


(g) 


(h) 


1,000 shares of the company’s capital stock were sold at par on 
15th December 1939 and were paid for immediately. According 
to a resolution of the shareholders, $75,000 of the proceeds of 
this sale was to be expended on new buildings but, as at 31st 
December 1939 no expenditures had yet been made in this con- 
nection. The balance of the proceeds was to be used to increase 
working capital. 

The accounts receivable included a debit balance of $5,000 which 
comprised merchandise costing $4,000 sent to B. Hudson (in 
respect of which the company credited purchases) and $1,000 
freight and carriage paid under an arrangement whereby Hudson 
and the company agreed to market the merchandise on a joint 
venture basis and to share profits and losses equally. Prior to 
31st December 1939, Hudson had sold all of the merchandise for 
$8,000, had received the proceeds and had paid $1,000 in selling 
expenses but had not settled with the company. 

A reserve for doubtful accounts equal to 5% of the remaining 
accounts receivable is to be created. 

Provision for depreciation is to be made at the following rates, 
based on the closing balances in the asset accounts: buildings, 
24% per annum; equipment, 10% per annum; motor trucks, 20% 
per annum. 

$500 of the insurance paid and $1,000 of the interest on notes pay- 
able applied to the period subsequent to 31st December 1939. 
Inventories as at 3lst December 1939 were: merchandise, $162,500; 
stationery and office supplies, $500. 

All inventories and fixed assets were recorded in the accounts 
at cost. However, the land not used in the business was ap- 
praised during December 1939 and was estimated to have a value 
of $100,000. The directors insist that the asset account be ad- 
justed to reflect the appraised value. 

The sprinkler system was installed on 31st December 1939. Of 
the contract price $1,000 was paid on that date and $1,000 is 
payable on the first days of July 1940, 1941, 1942 and 1943. 
Provide 20% for income taxes. 

Prepare a profit and loss statement for the year ended 31st De- 


cember 1939 and a balance sheet as at that date. 


SOLUTION 
ATLANTIC HARDWARE COMPANY LIMITED 


BALANCE SHEET 
AS AT 31sT DECEMBER 1939 


Assets 


Current Assets: 
III OA etre None Sees te hi hag BS a ca Sa tea eos $ 27,500 
Accounts receivable: 


ED Sc ore en icc a ie uinics ovat cis $ 70,000 

Less Reserve for doubtful accounts ........ 3,500 

$ 66,500 
Due from partner in joint venture .......... 6,000 72,500 
en OI IND ree ed, fen a la eo Yond) wed wow wees 5,000 
Merchandise on hand—at cost ................. 162,500 
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Prepaid expenses: 


Stationery and office supplies ................ 500 

MUNI ar SIT RS 8c SY oe ie rare o'er 0s, Wa fdsa sana Wb boils 6 8% 500 

Interest on notes payable ................... 1,000 
Investments: 


500 shares of $50.00 each of Pacific Hotel Com- 
DENY TAMIVOO—Al CORE. 6a. 5 ies icecnsscecces 
Building Fund: 
Cash to be used for erection of new buildings .. 
Fixed Assets: 


EINE ANN ial aan s ae aeas es $ 25,000 
Buildings—at cost ................ .... $100,000 
Less Reserve for depreciation ........ 12,500 87,500 
Equipment—at cost ................0-- 25,000 
Less Reserve for depreciation ...... 12,500 12,500 
Motor truCkO—aAlL COBE 66 iscsi cid vies 5,000 
Less Reserve for depreciation ........ 3,000 2,000 
Sprinkler system—at cost ............ccceeeeee 5,000 
Land not used in the business—at valuation 
determined by -———————— appraisal com- 
pany during December 1939 ................. 100,000 
RON Seip 5 Sia. wh AKO SK a RaSh RAS ewes DAS LOG 


Liabilities and capital 
Current Liabilities: 
Accounts payable ....... oi akan aks ese 
NC NEIIN 265i suis mst: vite Os iad ol erewie ose wine do 
Sprinkler system contract, due 1st July 1940 .... 
Reserve for income taxes ..................-4. 


Deferred Liability: 
Sprinkler system contract: 


Rg ae | | Sa a er $ 1,000 
a de | aa a cra 1,000 
BPG BOG Uy DORE ash oa Since wi seaeaedseeeaes 1,000 


Capital Stock: 
2,000 shares of $100.00 each .... 2... ccc cee scene 


Surplus: 
Arising from the appraisal of land not used in 
Re a ar ee ee 25,000 
Earned: 
BS Ot 160 JABGATF TIED: csc.ciciccesss $145,500 
Add: 
Net profit for the year after providing 
TOY INCOMO TAEED oo. esciaccsaceas 44,000 
$189,500 
Less Dividend paid ...........6606e 6,000 183,500 
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2,000 


$269,500 


25,000 
75,000 


232,000 


$601,500 


$ 75,000 
103,000 
1,000 
11,000 


$190,000 


3,000 


200,000 


208,500 
$601,500 
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ATLANTIC HARDWARE COMPANY LIMITED 
PROFIT AND LOSS STATEMENT 
FOR THE YEAR ENDED 31ST DECEMBER 1939 
$575,000 
Less Cost of Sales: 


Merchandise on hand, ist January 1939 $151,500 
Purchases 


$601,500 
Less Merchandise on hand, 31st December 1939 162,500 439,000 


Gross Profit $136,000 
Add Profit on joint venture 1,000 


$137,000 
Less Selling Expenses: 
Wages, warehouse employees 12,500 
Salaries, truck drivers 2,500 
Truck expense 2,000 
Depreciation of motor trucks 1,000 
Salesmen’s salaries 10,000 
Salesmen’s commissions 5,500 
Advertising 25,000 


Less General and administrative expenses: 


Taxes 
Salaries, management and office 
Stationery and office supplies 
Depreciation: 
Buildings 
Equipment 
Insurance 
Provision for doubtful accounts 21,000 


Profit on operations 57,500 


Add Financial income: 


Cash discounts on purchases 
Interest on notes receivable 10,500 


$ 68,000 


Less Financial expense: 


Cash discounts on sales 
Interest on notes payable 


Net profit before providing for income taxes 


Less Provision for income taxes 


Net profit after providing for income taxes $ 44,000 


68 








